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PBEFAOE ‘ TO ' THE SIXTH EDITION 


■ Opportunity has beeh'tdken while sending the book to the 
ess for its sixth; edition to revise it thoroughly and exhaus- 
rely. The language of ' the book has been made' easier at 
veral places and the treatment has bhen ’ made more logical 
3d clear. - Recent war-time developments have been suitably 
corporated by way of illustrations and examples as also 
jparately. 

A. careful perusal of the papers recently set at Intermediate 
xaminations would disclose a slow but certain variation in 
le standard as also in the type of information that is expected 
rom the students. I have revised the book throughout its length 
rinoipally from the e,ngle of meeting this situation and I hope 
fc will continue to serve the needs of the students as fully as 
©fore. 

The part of the book which deals with test and examination 
luestions has been greatly improved and brought uptodate. 
Effort has been made to include all the questions but repetition 
las been avoided. •, 

I thank the students and teachers of the subject who have 
taken the trouble of pointing out to me their differences from 
me and drawing my attention to the places where the treatment 
needed further clarification. Their names are too many to be 
mentioned here but all of them will notice that I have fgiven 
due thought to their points of view and have accepted them in 
many cases. I hope that this wholesome practice will continue. 


University of Allahabad 
Allahabad 

Dated 25th June, 1946 
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BOOK 1 


CHAPTERS J / 


INTRODUCTORY SURVJBY 

Flower in the crannied wall, * \ 

1 pluck you out o^ the crannies, 

Hold you here root and all in my hand. 

Little flower, — but if 1 could understand 
'^hat you are, root and all, and all in all, 

I 1 should know what God and man Is. 

— Tenny soR 


tCHAPTERS: 1. 'The Meaning of Economies 2. Econo- 
>M»C5 as a Science and an Art /3. Scope of Economics 4. ^Divisions 
of Economics Economics in Relation to Other Sciences '6. Eco- 
nomic Laws, Methods and Assumptions 7, Development of 
Economic Life 8. Why Do We study Economics ? ^9, Some Basic 
Terms.'] 


CHAPTER 1 


THE MEANING OF ECONOMICS 


Political Economy has to do witti the relations of men living in society, so 
far as these relations tend to satisfy the wants of life and concern the efforts made 
to provide for all that it generally understood by material weltare - Charles Cide, 

' Economics, is a new subject to you ; and, like every new 
thing, it probably has' its own tjtrills. You must be quite 
anxious to know what is it all about and what will have to 
be studied under It. This can be easily explained and under- 
stood. ^ 

j 

Let us put a direct question to you : Why have you 
joined the college ? If you give a reply to this question sin- 
cerely, you will probably say that your object is to become 
a civil servant, a judge, a lawyer or some such thing. If yf'u 
think over the question more searchingly and deeply, you will 
say that your object is to earn money which may entb^. you 
to live a happy and comfortable life. This reply strikes the 
, nail at the tight head. -It is the necessity to earn money {or the 
sutisf actio n. of... y our wants which compels yoiTto study Tn'tKe 
1 college and acquire education. ^ 

If you look to other men besides yourself and try to find 
out the object of their hard work, you will arrive at the 
same conclusion. Just go to the market one evening and 
closely watch the activities of the buyers and sellers assembled 
there. On the extreme right you may find the shop of the 
bookseller from whom you usually purchase hooks and sta- 
tionery. The next shop may be that of • the general merchant 
who supplies you toilet materials, letter-paper's and envelopes.''' 
You will see other shop-keepers in the line sellins various 
articles, till you-reach the end of the row where you might 
hear ‘one price’ shopkeeper crying at the top of his voice. 

I “Har ek mat do anna", occasionally, interrupted bv the wander- 
ing tea-seller recommending his tea in a sweet voice, t'Milhi 
. chae'epilo, IsaboojiJ’ "Why alt these people come to the market 
and exert , themselves 7 There is only one answer, For the 
sake'of money.' Besides the sellers, you will also see numerous 
buyers 'Jn the market with money in their pockets, purchasing 
the articles wanted by them. Children may be f ound pur- 
chasing toys ; students, books ; clerks, pens and pencils ; and 
ladies, saries and other articles. Purchasers come to the m&ikct 


'There 'certainly some stu3cnls who study for 'he sake o' a;nuii'!rg 
knowledge and not for the sake 'o' earning money ; but such c.-.sc^ arc tare, 


THE MEANING OF ECONOMICS 


creatures'. But it does not study the activities of each and 
eyi^ry human being. The human beings whose acnviries are 
studied under it must possess the following three qualifica- 
tions : — 

(i) They must be members of society. A man u bit natu'c 
a social ammai ; he naturally seeks the so ciety ot hu teiiow- 
men, m the first place for the pleasure^wl^h society aff irds, 
and, in the second place, in orde r to hF ve~~tKeir~as>isi ancj in 
supplying his wants. The actions of an individual, .is Such , 
affect other members oi" the society ; as the actions' ct other 
members affect him. Just as a limb of a man is related to his 
ot her limbs and to the body as a whole, s imtiarly a man i ~ 
r^Rted to his'teliow citizens and to tHe~virh6ie of the society. 
Economics studieTThe aHivities ot men iiviog in society .ufti ' 


ebn'^derea as units tliereof. It docs not study mtin as an., 
indiv^iia^ but ' as „a_ member df'The 'social _^brga"'i‘iaci<>n/ 
Evidently, the person? who^are more or less cut“Tff "'rto'rb 
hhe'lohery Robinson Crusoe th rown uo on k lonely '' 
island oV sadhus and sttnyyst? wh j havdlosr t'uio w’th sociery, 
are not stuctied in falSJh'smics, Such perso .s have their own 
method^ of making ' effort s and satisfyin-t their wn-s which 
are quite different from those adopte 1 by ednatv hum-in 
beings living in society, They are nor stud.ed ii E-oiomi s: 
fo” as they are exceptions to me general type of rn,an and 
w omen Vr'e daily come into contait with, the study of their 
activities cannot be of much pric“ical value. Tnat is why 
Economics is called a Social study.’ 

(2) They must be real human beings ani not fict. iout o' 
to^ginary human beings with suppa,ed cliarac cn-rics. ^li:: 
economists, .issumed that a man wp-. nUyay. moveJ \vi''h 'nv 
'on’y objccC'bt geitiof^Pi rich Jfs'pos-ible * and rclig.dn. ethic'', 
.pld:tics,''crc.vh.Tcl'no' cffeCf'oti ' hi n. .Siith a niati wa^ c> ie*’ 
by^^hem ‘Economic Man.’ But this a-sumption is q rte wrong ; 
a leal man is certainly moved by variou- ocoer conddira'ions. 
Orriscqucnlly all the study baaed on tie .isbumoiion o“* 
‘Economic Man’ has been found to be nm«hadmr and nas 
been discarded. Modern Economics atudvcsjhe man ai he is. 

-1 (3) Finally, they must he human beings if normal or average „ 

type. There are some pcrsoiis. like mad men an i «.o mi, vrno 
o^e real persons and are memlei'S of sociei'', S it i*? not 
ormal persons. A study of their activitws lan'ror be v^ry 
etui; it may, 'indeed, be very misleaaing. Hence su*h 


«ci 

la 


■»Thls i"! the cHuical vievT nnd i? iivniabiy lo be met .vith in tujont' nf 
inriian Icxt-booVs nn Kciinontlc: bece lU Pfoi. Lio tl it < imni of L li r 
5 .biTOl of i Ciiram ic<, one of nbe pieitesl f vi i ; c • D ’ jo i fj'u .1 U -f’" 
Uht ,Eo"n<>nvci j.ar.-H a Jiticin’ science. He Mar t-.Jt s Uia- 10 torn i « i. . 
id tb a ill'' r* f hie.r in socigly an'l ore cut n 1 ftnm it / ilii i ^, T K ..'’if' m e 

/r ’’j liUt Liis Moa .s o..cn I J nJc.Uoi. SC. raj 

sc'ena^ Ajiah-thaU. ly^jj ~ ~ — ^ 


s 





OTIIOPV.'.-. EconJ™°. 

the«cuvitieBoton»V „ wi«ed H 

andn'^al-.' ._ „'hicb to be ^ jj'j,Vbv'Ecopfetv«cs. 

‘tw Sic or indirect * 

-'or.!, .»>«' ““'J' Sa t'«v •'“' ”' I r tri mind Is Art 
.{,ction of«art *ouldbs to.nc^ ,yniion- 

Thetbltd po'^^ wsU a<^ an ari- .r^iniiis economic 

icononncs :S c ^”^52 and cffccrlnvolvc m ^ gdenc^.' J 

ship' between cause a fwtreupn Ol a ^ 

'SSS.! rtCSPrt^l.'j'lo ■' Tl;”°,d =n« B'i' " *''•’' 

0,j« '^"“"S tegard, Economics and mam- 

; economists economists art- ^ 

’ tnajotnV comics is both a scienc , ^ jnenuonec and 

tain that Econ must he cleat V 

\y find O 
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~ - ; ' ^ . ' .' ' Uhove, t^e word 

. \ 't^e' definition t4.vi»4^^f o®f *^the^two is . 

■ntc studies ^95^ >’ ---t"'' ' ' 1 ! They defined 

„o« „i,ts kia “ hSn Wet of th«t , 

, Oider econoTO s pot instance, ] • B* 

'‘lt«?S'“caUh-. ais.dvaot..^of totmng at«»t 

^5£< ^ 

°-_!c3 came to ne b ^j^owledge* , iri,s of those days. , 
'iinatetialistic of t^'V^^Cskin and f 

•the and less on.wealt . «ealthis^_e^L^ 

-'TS vhrP^'IrS, sfiSS 

An a«a %, Zl\ P" J'SW ““ ““■ ?“ ° o W 

?!* k oalyof »Sf“;laod l« EcTmt« 

' ^EhsT'ffitS welfare 

•’ bex'Wedo "°^®c“^Jvore wealth and stil g^change and. 

,-ns^f ?onrbute"tothc maxrmrsa. 

1- rrt Economics rhe _,^ans 'Vhicli.n (This -eviviUes 

. b A“b« ncces^«v ”« »" 1 

' ''Ushabs'l* J9^S>- 1 




ItiTEODUClION TO ECONOMICS' 

J 

tion of the welfare of society. Hence Economics is now 
considered to be' a study of the activities of human hgtngs so 
'so far as they are related to we/j/tfi.^Marshall, one of the 
greatest economists, has xemarked that^EcbnomicS’ Js on -the 
^ oHe7side\ study of 'wealcK' and onjche~othet^ 'and more import 
I rant, side a part of the study of man.® It is, therefore, wrong 
I to say-'that Ecdhomics' is' a psircly "matter iaiUuc or dismal 
science.,^.,-' 


1 


Wealth and Welfare 

The ultimate aim of all human activities is welfare or 
prosperity. Wealth has the capacity of increasing this _wel< are- 
The welfare that is produced by wealth is called m'ateiial 
welfare oT economic welfare or material prn^perity. We study 
human acrivitie« relating to wealth because it enables ' us to i 
increase our- material welfare, and not because wealth in i 
itself is something good. The emphasis is on economic 
welfare, not -on wealth. That is why Economics is' soroe- 
■■tlmes defined as a tiCience ipfiicli 'd'-als with th- problems 'of' 
maUrial welfare or a science which discusses how 'to wttfcej 
resources with u view to promote social welfare. - , 


§ 3. • ECONOMY, ECONOMICS AND POLITICAL ECONOMY 

'Eccnomics’ and ‘Economs’ ” .‘r/ 


The word ‘Economics’ is sometimes confused with the 
word ‘Economy’. The two words come from the same' GreekI 
word, ard appear to be very similar ; this is the- reason -why, aj 
]ay man thinks that Eronomics and Economy arc more or les^j 
alii e in their meaning. Economy Utetally means saving or 
frugality, not. -wasting money, food or any other ‘sub-stanre ; 
and it is concluded . that Economics teaches us to' be econo- 
mical. But in fact Economics teaches us nothing of the sort-.® 
Ecot -omics merely stu lies burhan activities ' in relation to 
•wealth. It may 'at fimes explain how much money should- be 
spent, in what manner should it be spent, and so forth. Bat 


, 'The in'seiy and sqaMor that TO-.round n's, the iaiauo-a'! laxuty of s me 
vjVnUhy families, the tersible nncotainly ovetshadowing many famil-osC/thi 
poor- these are e%ils too plain to be ipnored. by the knowledge that onr sci ime 
s-eks it is poss'b'e that they may be lesttained. Out of the daikne'S linh’ ' 
To search foithi, light is the task, to Snd it perhaps the prise, which the' 'dis-al 
ccitiwe* of Pulitical Economy, oSeis to those -who face it- drserpi ue-A C Piana 
Ecoiromi s of IVilfare, Preface, • • B • 


*MaishaU, Econo'itiu of Indus'ry, p. i . 


mnfeland wri-es^j •Ecraomieshasitrthing wlatevcrt-- do aith ecmimics^ 




•v-cmayptmre a man for avoiding waste, that is, for being economical Im 
idecce of Economics has. nothing to do with pra.se or blame ’ Ar -/-T 

Is Eeonorxia.p.g, ^ rniroatuno; 


dn 
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whether it would advise ' little or more expenditure, would 
depend upon the particular economic situation existing in the 
country. During the time of depression, for in'tance v/hen 
prices are low and unemployment is great, Economics teaches 
us to spend money freely and on a large scale 1 It would be, 
therefore, wrong to think that Economics necessarily te’eches 
us to be economical. 

The terin ‘Econorhy’ is, however, used in Economics in a 
^'different, an da very special sense: it is used to mean the 
‘economic system of a country.’ For instance, Indian Economy 
means economic system of this country. Dt. L. C. Jain has 
recently written a- book “Indian Economy, during the • Wat” 
v/hich shows the effects of war on India's economic system. 

'tconomics* and Political Economy’ 

Our branch ofj study bears two names — ‘Economics' and 
‘Political Economy.’ 'Political Economy’ was an old name and 
has now been given up in favour of ‘Economics.* ‘Political 
E'onorny’ is a defective name because each of these words, ‘PoIi« 
tical' and ‘Economy’, has a special .significance quire different 
from what Ecoi omics really studies .‘Political’ means denltng 
ivitli the Slate ; while ‘Economy' means housphold management or 
jhanagement of one’s wealth. Political Economy, therefore, 
.means management' of wealth or ' resources' of the State. ' Now, 
/inodern Economics docs not'confihc itself to a study of the 
managemet/c of ihc* State finances ; and, therefoie. Political 
Econoiry is a misleading terra to use to describe out subject. 
This is the reason why its application has been altogether 
given tip ; and it is only m the books written by older 
ecottotnists that you come ) across this term. . 

TEST QUKTIONS 

I. What do ■you study under Economics? Fmmo .a suitable definition of 
Economics. ’ ‘ 

Economics studies both man and wealtli.- Which of tliem is more 
dmpottant ? 

Or 

'•Ecoromics is a iralcrial nnd di'inal semnee”. Defend or criticize this 
stoteinehl, • , t 

3. Ir, Ecor I'nics on ait ’ Wha* is the opinion of classical and m-jdetn 
cco'i .mists u’n ihu Mibjcrt ? \Miai is ym-r opinion, if any ? ’■ ' 

l>oe« Economic. Icacb 'O be economic;! ? What is the .*cniomic 'cnce of 
rthe uii ‘Ec nomy ' , , 

, 5, h ical Economy or Economics should teach us the virtues of economy 

otf.ugt Criticize this statement. ' 

I men were never in danger of hunger or other pressing want would 

woik, or steal or go to Wat? Ate work, and crime, nnd war econoraic ^ 

( i^nomenn ? 


\^. consider the tea most impottant qnestionj of the day? 
Which of^ihese^fc'^ essentirdly economic questions? How many ditecHy or 
indirectly involve economic matters ? 

EXAMINA.TIOK QUESTIONS 


U. P. Infer. ArU , 

T . ‘Economics is a social science dealing with the problems of materia 
welfare and prosperity of manhind.’ Explain and point out the relationship o 
economics to geography and politics. (1943) 

2. Define Economics and discuss how it differs -from other social sciences 
(t 94 t) 

3. What is Economics ? How far is the study of Economics helpfui ii 
practicai life ? ('940, 193*) 

4. Economics discusses the questions relating to the best utilisation of natural i 
and human resources for the promotion of social welfare Explain this statement.^ *' 
so as to bring out clearly the relationship between mao and wealth. HPSfi) 

5. Economics has been defined by' some writers as the science of wealth. 1 

How far is this definition adequate ? Discuss it fully - (l 935 ) * ' ' ' 

6 . If you bad to define Economics to an intelligent uneducated peasant, hou' ' 
would you set about it ? (192S) 

f U.' Vj Inter. Com. 

f What is the subjact-naatler of Economics? Discuss the value of its 

Knowledge to a bnsinessman. ( 1943 ) 

^Rnipntsna Inter. Art* 1^ 

^ Describe the subjeet-mattet of Economics 11943) - - ' ” < ■ 

■yia, ‘Economics it a science of wealth, Bcscribe the snbject-mntler of Jhe.’ 
science of Economics, and say how far the above definition is appropSate. (t 939 ) 
SM;. Describe the subject-matter of the science of Economics. How far fs it 
coiieci to say that Economics is the Science ol Wealth 7 (1932) ‘ 

Rajpntana Inter. Cam. , 

V^'Economics *s the science of wealth.'* Why is this definition of Economies 
regarded as defective ? Give what you consider to be the proper definirion and 
explain the subject-matter of the science, (1944) 

Other Exaraination QaesfSoat ^ • 

t. What is the subject-matter of Economics ? Indicate its object and s'-upe 
What docs the economist study ? (Punjab 1936, 1933, 1930) " , 

”■ ‘En^oracs is the science of wealth in relation to man ' Explain this -' 
statement. (Delhi, 4939) f 

' ■ 3 » ‘Economics is the study of man in the ordinary business of life.’ Explain 
fCalCutta, 1933) _ ( u. 

4 - ‘Economiis is the sejenee of wealth ' Do yon agree with this dcBnition ? 
Givft^oBi reasons jn full. (Calcutta, J029) ' ~ 

/S~ Examine the loUowlcg statement ■ 

' The main qee5tion>f Economics it t ‘P.’hv all of us. taheo toomh.r 
•srell off-or, as ill oS, if that way of patting it be preferred -as we -re - 

^ of us ate much tetter o 3 and others ‘much svorse oft tten Tt’e ™ i 

(BomUy, 1939) “ average. • I 

- vfe. DUcew any two of the followiag ststemenu - ’ 

" '■ ” EH... 
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SCO£E OF ECONOMICS 

_ tt is^ the «le<lnit>- ani 3 exact m-mey ma-iSQremtnt of the steadiest motives in 
Imsiness life, which has enabled Economics fat to outron every other btancb of Ibe 
stndy of xaxa.—Marskall, 


Having discussed the definition and nature of Economics, 
we now turn to the problem of the scope of Economics. The 
student' is generally found confused when he is asked to 
discuss the scope of Economics: To a very great extent this 
confusion is due to the fact that he does not know what is 
meant by ‘Scope’ or what exactly he is required to discuss. ■ 

By scope of Economics is meant the field exactly covered 
by the subject of Economics. To describe the scope,' we must 
discuss 

'^(l) What is the subject-matter of Economics ? , , 

V-* (2) What is the nature of Economics as a branch of 
knowledge ? 

(3^ What are the limitations of Economics 

> 9 

1 . SUBJECT-MATTER OF ECONOMICS ' j 

Those activities of social, teal and normal human beings, 
which relate to wealth, constitute the subject-matter- of 
Economics. We agreed to, and explained, this statement in 
Chapter 1 and need not repeat the whple discussion here.^ 
But we may further analyse and explain these activities 
below. ' ‘ 

Economic activities.origihate from the feeling of certain, 
wants by human^Heit^s, which press for satisfaction, Hutnan 
wants are satisfied throu^ the consumption of the articles or 

objects of desire. Consu m ption _of wealth, then, constitutes 

the first-group of economic activities But, where does this 
wealth come from ? it is, of course, produced by men and 

tj, N. Keynes’ whose book, T/ie ifethid and Sco^c of P-diUcal Economy has 
long been a cl.issical vvoik on the sobject, debnea scope, to mean : (i) the descrip- 
tion of the subjcct-maUei ! (z) the nattlre of study, and ( 3 ) the relationship with 
other sciences, I do not think it is necessary to lay much emphasis on the third 
point except in so far as it is helpful in making the description of 'the subject- 
matter and nature of Economics vivid and cleat- See my review oXEtitnee of 
Economici by Kapoor in the Indian Jottrnal of Economics, Vol. XXII, page 108 
=If the student has to describe the scope of Economics in an answer to ,1 
question, he should, of course, discuss this point in reasonable detail, , 



u 
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women. In the early days of civilisation each man or famUy 
produced all the things which he or it wanted for his or its 
consumption, and satisfied the wants directly. Later on it 
was discovered that, as a general rule, a man has special 
proficiency in one particular work only ; and so if he devotes 
himself exclusively to that work, he could produce more 
wealth than whac he could do by devoting himself to the 
preparation of all the articles of his wants. One began to 
specialise in one occupation ; specialisation of occupations or 
' division of labour was introduced. Each man, then, began to 
give his surplus produce to others in exchange for the articles 
which he requited and which others produced. Exchangs of 
wealth thus made its appearance. Meanwhile another im- 
portant fact dawned upon human beings. They found that 
they can increase production considerably if they "work 
collectively or in a group rather than individually. This 
realisation discouraged the system of individual producers, 
and brought the system of joint or collective 
producers, as happens in modern factories, into 
prominence. Then the questions arose: To whom -does’the 
wealth produced by their joint efforts belong'^ To all of 
them, naturally. If so, in what proportion should. , it be 
distributed among them ? The problem of , distri but ion of 
wealth thus emerged. After distribution takcs'*place and 
each man gets his share, he spends his income on the objects 
of his desire. Wealth thus secured is consumed by fiitn.and 
his wants ^r^ satisfied. The circle of economic activities 
now becomes complete. "Economic activities, as such, divide 
themselves into ^f.ouf "groups, viz.. Consumption, Production, 
Exchange and Distribution^/ They together constitute the subject- 
matter of Economics, 

§ %. NATtfRE O'P ECOKOMICS ' ' 

1 , 

Let us now proceed to answer the second part of our 
enquiry, viz.. What is the nature of Economics ? In other 
words, is it a science, or an art, or both. 

This has already been discussed in Chapter 2 ante, and 
the reader is referred to it for a proper answer to this query. 


§ 3. '.LiMITS OF EOONOMiaS 

The limits of the subject of Economics have been carefilllo' 
fdTe«^^ masters., -They may be briefly enumerat- 

(1) Economics is not a complete study of all u. 
activities. It studies- only those actWhLn If L “ human 
which are related to wealtL of human beings 
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(2) The measuring rod of Economics is money. Hence 
it concerns with those desires, aspirations and other affections 
of human nature, which can be approximately measured in 
terms of money. If I am prepared to paint a picture for a 
sum of Rs. ZOO, my desire to draw it can be measured with 
this sum ; and this activity of mine falls within the scope 
of Economics. But if I • paint a ^picture for the sake of 
pleasure, the question of money does not come in and then 
my activity will not fall within the scope of Economics 

(3) Economics studies the activities of those human 
beings alone who are members of society. 

(4) The human beings whose activities are studied by 
Economics must be real and not fictitious. 

(5) These human beings must also be of average or nor- 
mal type. , 

(6) Economics is a positive science, a normative science, 

as well as an art. Some economists regard it merely as a 
positive science, but a larger body of economists considers 
it.a science as well as an art. According to the former >the 
function of the subject is only to explore and'explain and not 
to uphold or condemn. But, according to the latter. Economics 
must discharge both these functions. . , 

' i > 

TEST QUESTIONS i 

f , 

t 

■' t. Describe ,the subject-matter of Economics j and discuss itsi different * 
classes. , , , 

2, What are the limitations of Economics ? . 

3, Write a short note on the 'Scope of Economics.’ . 

I ' . JL. 

EXAMINATION QUESTIONS 

, t ' 

U.-'P.iInter. 'XrtTl 

VI. "Economics is » social science dealing with the problems of material" 
welfare and prosperity of mankind.*’ Esplain. (1943) < '* •’ ^ 

• ) I { 

Rajputann Inter. Com. . t 1 - * ^ 

J. Indicate the snbjcct-maiter of the science of Economics. (1942)1. 

2. Discuss the subject-matter and scope of Economics How far Is Econrmics 
uicful in solnrioD of pracUcal problems ? Owe Indian examples. (1940) 

Other Examination Questions 

What is the subject- matier of Economics ? Indicate Its object and scope 
Wbat does tue economist study ? (Punjab Inter, Arts, 1936, 33) 

2. What is your idea of the scope of Economics ? (Calcutta, 1932) 

3. Examine the nature and scope of Economics. (Pombay, 1940) 



CHA.PTER 4 


divisions of economics and their 

INTER-RELATION 


JJoihing is so great an enemj to accuracy o{ judgment as a coarse dis- 
crimination ; a want of such classihcaiion and distribution as the subject admits 
f}l^£dmufid BuT^e, ' 


Economics covers so wide a field that it haa^been found 
desirable to divide it into certain parts or divisions. A brier 
description of the divisions of Economics was presented in a 
previous chapter. Economics, it may be repeated, seeks to 
explain “the actions of men in consuming such wealth aB they 
possess or obtain as the result of the efforts of themselves 
and of others ; in producing further wealth for. themselves, or 
for their fellows by utilising and developing the resources of 
nature ; in exchanging one with the other, a part of the Wealth 
which they possess for other wealth which they desire ; and 
finally, it considers and investigates how and in what pro* 
poitions the total wealth of communitv Is distributed amongst 
its many classes and individuals.’’* Thus we get the four j 
divisions, namely, Consumption, Production, Exchange a&d ' 
Distribution. It may ,be noted at this stage that the State 
has begun to play a very important part in the economic life 
of a country so much so that Public Economics has now 
emerged as a separate branch of study. Public .Finance Is -.the 
most important topic of Public Economics. 

§ 1. crvisious OF EOOHOMIOS ^ 

1. Consumption ‘ ' ' 

Consumption of wealth is a - comparatively new >..depatr- 
ment of Economics. It discusses wants — their origin, nature 
and characteristics ; the laws governing them^ and how ban 
we get maximum satisfaction of wants out of out expenditure. 
The Imponancc of this study can be ,well. tealiseA from the 
fact that it Is the necessity and desire to consume wealth' 
which gives rise to all economic activities. The latter, again 
come to a logical conclusion when the wants, which gave rise to* 
them, are sathfied through the consumption of the wealth hm 
duccd. Economic s thus begins and eitdi with Consuniptipn ® 


JTbctBJtt, Ehptenii r/ p. 2, 

^Cooicrrzptior. fj a r.cift departn^m of Economics hemr* ^ ^ 

M>nbxM. Oiderecoaocui«lor.ecej;Ucte4 jij Ut now ft, i™!! 
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1 ProdactioH 

The necessity or desire to satisfy wants leads to the pro- 
duction of wealth, which constitutes another branch of 
Economics. Under Production, we study the various factors 
of production, their characteristic features and their efficiency, 
the laws governing production ; how maximum wealth can 
,be produced with the productive resources at our command ; 
and the problems of organisation, combination and trUsts.S 

3, Exchange / 

The third division of Economics is Exchange. In the 
;!primitive stage of self-sufficiency men'eonsUmfed what they 
^’produced. Every family was independent of the outside 
, (World in producing and consuming wealth. There "was, as 
(.such, no necessity of exchange. But as human ingenuity 
«made progress, it was realised that a-man cannot be equally 
^•skilful in all trades ‘. he generally possesses Special aptitude 
pfor one occupation dr for a few occupations only for \<>hich he 
^is best £tted. Now, if each man produces only that thing which 
lAe can do most skilfully all the time, he will naturally produce. 
,;the said commodity far in excess of his personal requirements. 
.fSiroilar will be the case with the producers of other commodi- 
jties as well. All of them may, then, exchange their surplus . 
j.prodwcts with the required articles produced by > others This 
‘satraogement, namely, the introduction of division of labour, 
(.coupled with exchange, was believed to make the people richer 
j.’and better off than before. The scheme wa^ actually put into ■ 
.jpractice, and it was found that it really increased the output 
jijand made the people rich. This idea, once caught, has been 
adhered to steadfastly ; and today we possess a very compli- 
cated system -of exchange, Indian- -wheat is consumed by 
Britons ; American machinery ore used in Indian factories ; 
and Japanese toys are seen in the hands of Indian children. 

’ The area and machinery of exchange have been vastly ira- 
^jproved in 'recent times . i - r 

a!'. 'Under Exchange, w6 explain how is it that a book costs, 
jiJiay.'just Rs. 3— neithef'mote nor less ; how price' is determined ; 
iH-vhat are the’ agencies mukihg exchange possible. 'We also 
[hinake detailed study of money,- banks, maikecs, transport' agen-' 
Iitoes and o'thef auxiliaries ot commerce. 

jlC. ' i‘ I < ^ ‘ j _ 

.j Sltiis sometimes discussed whetlier tl>e atwdy of Economics should begin wUU 
* ‘ Piodnciion or Consumption. Some economists .begin a treatise on Economics 
P^^wilb Production because, they say, production is the foundation of Economics. 
pOUnless wealth hfiroduceil, consumption cannot take place. Production, therefore, 
.hould come 'before Consumption. Other economists give the fitst_ pl.ace to 
hinsuiDption because it is'the e.sistencc of wants pressing for satisfaction which 
jeads to the production of wealth. There is an Increasing practice among 
t*. economists to treat Consumption prior to Production ; and has been followed m 
> “ bis bool: 

3 
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tNTBODTJCrflOU TO ECONOMICS 


4. Distrlbotion 

division of labour was associated 
viththe introduction of co-operative production. Originally 
each man produced wealth all alone, so that 'whatever he 

^veral people® wo'tk toSeV jo^mlyf tE^wlahh^ produced® Vj 

Jointly, the wealth pr^ducSH the 

bedisfrLtedamong^themrDisiLS^^^ 'f 

Economics, thus came into 

distribution just, and sirhilar Ser problems ’ ‘® 
i,’«onS;Sh.f gS ."ope *»?«'•»*» rf 

mentknownas SocialismMs^at it<! ^ move- 

the bad system of distribution tnamly a result of 

society, the productive caoacftv' i industrial 

On all sides we see siv«nr?^ - tnoreased tremendously. 

ouch an increase in the scaIe^o?°nr«li“l-^® ^®tms. „Now, 
be ordinarily associated wirh •i'tpduction of wealth should 

of the .oci4. S’howeviht ““'H'* 

one jSide, wc see the rich rhf» v case* On. the 

richer daily, and who s^nd ^ Setting 
sorts and description. On the luxuries of fU 

poor, labourers, and cultivnrnrs be seen the 

deeper in debt from day to dav and^..° ' Betting poorer' and 
food, clothing and shelter ^Ar,d on insufficient 

even the cht^ce of Svin^‘ rhJ ^o. not get 

sands of tons of coffee are hmlt ^i^'nontary wants, thou- 
and hundreds of tons of cottok ’n Braxil 

year I What is the reason of by U-S.A. each 

important reason is that the problem o®f ^ A very' 

has .not been Properly solvef by ^hf 
Capitalists do not civ* to UKr. - modern communities, 
share of joint product Thus n cultivators their faiti 

goes to a handful of'mJn whlL?h^®“ ‘ ’ 

small part of it. The correction of °^y 

aim of Sociahsm.^ ThSnT fu 

^SocUHsm IS one o( the Tnr„t I™ 

UlMstUTt on Socialism is international 

-abjccU rs also «eSous!’'‘=^“J^ The .a^ln 

rna Atnet in AlmrHti r/6e'tcl,r^. has b“ea 

./ Sc^al.s.., B,g.„n=rs maVt^ ' it, by Hcri?b,t 

u ar.. K.tah Mahal, Ailahabafl.) “ ^ ' — ' ' ' - «n f 
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has made the subject of Distribution the most important 
branch of Economics. 

S. Pabllc Economics 

Besides studying these four branches of Economics, we 
shall also study economic problems faced by the modern 
Government. * The branch of Economics devoted to the 
purpose is known as Public Economics.''^ It discusses such 
problems as follows : Should the Government intervene in 
ordinary economic life ? Should land be nationalised ? Should 
Government run'the railways 7 Should they force prohibition ? 
The most important subject of Public Economics is known as 
Public Finance, which we shall discuss later on in detail, 

§ 2, INTER-RELATION BETWivEN THE DIVISIONS OF ECONOMICS 

From the above account of the divisions of^Economics 
it shoiild not be concluded that these departments are com- 
pletely tut off from each other and that there is no relation 
between them. This division is purely a matter of conveni- 
ence in study and analysis j as it is, these divisions are the limbs 
of the same body and have close intimacy with each other. 

Consumption is the beginning of Economics. The imper- 
ative need for the satisfaction of human wants leads to 
economic ''activities These 'activities lead to the production 
of wealth which might be consumed for the purpose of 
satisfying wants. But productive efforts have, in modern times, 
become specialised and co-operative. By specialisation is meant 
that a person is now usually a specialist in the production of 
one thing alone. He' produces 'only that thing which he can 
do most' skilfully and exchanges it with the articles of his 
requirements, which are produced by others. Specialisation 
thus leads to exchange. -By co operative character of production, 
we mean that' individuals no longer work alone ; they wPrk 
in groups instead. ''The wealth produced by a group of persons 
naturally belongs to all the members of the group arid thus gives 
rise to distribution. When the wealth is distributed and each 
producer receives his share of income, he purchases the articles 
bf his necessity* with this money anti consumes them for the 
satisfaction of his wants. The circle of economic activities 
thus becomes complete. 

Consumption leads to production, and production, 
through exchange and distribution, leads back to donsumption. 
Public Economics, the fifth division of Economics, ' comes in 

t ^Some wiitera mention Pttbhc Pittance as the fifth division of Economics. But 
ithis is ■wrong since Publit Pittance is a part of Pttbiic pconomics whicli, in fact, ii 
(the fifth branch of Economics. 
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to v?atch and see that private ihdividuals carry on economic 
activities to their own best advantage and to the best 
advantage of the society to which they belong. 

Consumption may, as such, be described as the top of the 
tree of economic activities. Ihe 
root of this tree is production ; and 
exchange and distribution ate the 
stems which support the top. The 
analogy may be completed b? 
comparing Public Econotnics 
with a gardener, who exercises 
supervisory powers and sees tnat 
the economic tree grows to the full 
and natural height, who protects 
and waters it, or cuts and prunes 
it according to the requirements ot 
the moments. 

"We shall now describe the 
relation of each department of 
Economics with all the other depart- 
ments. 

1, Consumption and Production 

The relation between cou-, 
sumption and production is qDh®. 
intimate. Consumption makes pro- 
duction nossible.' Goods, ate ptO' 
duced only because they are coo- 
Tig 3. Showing the Economic sumed ; if certain goods are not 

likely to be demanded for con- 
sumption, they will not be produced. Nobody will think 
of producing books -in tbe land of the illiterate and liquors 
and intoxicants in the land of complete abstainers. Again, 
it is the consumption which makes people fit to carry on 
production. Just as consumption makes production possible, 
similarly production makes consumption possible. Goods can be 
consumed only if they ate produced ; and if they',,are not 
produced they cannot be consumed. 



Consumption also determines the nature of production. 
Producers produce only those things which are demanded fot 
consumption. During the war time the demand for arms and 
ammunitions increases enormously, and these things are pro- 
duced even to the neglect of other goods. In peace time the 
demand tor the destructive goods is small and their produrtidn 
is correspondingly low. It is interesting to note how 
nature of pioduction changes with a change in fLhionS 
and tastes. There was a time when ftlt caps were Welv S 
demand and were, therefore, produced in bulk. But Sw the? 
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have been replaced by Gandhi caps ; and production has 
consequently shifted from felt caps to Gandhi caps. Just as 
‘consumption determines the nature of production, similarly 
production moulds the character of consumption. People can 
consume only those goods which ate produced ; and by dis- 
couraging or encouraging production of certain goods, their 
consumption can be reduced or increased. Under the Congress 
regime, for instance, the production and use of liquor was 
prohibited in certain areas and the drinking of tea and milk 
was attempted to be popularised. The discontinuance of the 
production of liquor and the encouragement of the production 
of milk and other beverages had its effect on the nature of 
consumption. " ' 

' Consumption also limits the extent of production. Pro- 
ducers try to anticipate consumers’ demand for a certain goods 
and produce it only to the extent of the likely demand. If 
they exceed this limit, their goods may not sell, and they 
may suffer a loss. Production^ similarly, sets a limit to consUmp~ 
tion. People, of course, cannot consume more than what has 
actually been produced. 

2. Gonsomption and Exchange 

Consumption in the modern society depe 
change. In primitive society, the relation be 
efforts and satisfaction was direct. As soon as a want was felt by 
some body, he made an economic effort, and the want was satis- 
fied. If a man felt hungry, he plucked wild fruits and appeased 
his hunger. Under this system, exchange was not necessary ; 
wants were satisfied without exchange ever coming into the 
picture. But that state has long passed away. Now-a-days 
consumption is not possible with exchange, Man has now 
become a specialist and whatever he produces has to be 
exchanged for the objects of his consumption. Not only 
this ; economic efforts are now made into 'groups. 
Each group obtains an income by the exchange of goods 
jointly produced ; this income is then distributed among the 
members of ,the group. The latter, again, exchange the 
individual income for the objects of tbeir consumption. 
Exchange has thus become inevitable for making consumption 
possible. Consumption is similarly essential for the '^existence 
of exchange. Unless a thing is an object of consumption 
(directly or indirectly), it cannot be an object of commerce as 
nobody will ever purchase or sell it. > 

Under exchange we discuss value-in-exchange ; under 
consumption, value-in-use. And value-in-exchange depends, 
to a considerable extent, upon value-in-use. This tie binds 
.consumption and exchange closely together. 
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3. Consumption and Distribution 

The between consumption and disttibutioii 

is very intimate m modern society. It is the necessity for 
consumption which leads men to make efforts. Productive 
efforts are now-a-days co-operative and joint. Hence, the 
joint produce, or the income derived from its sale, belongs to 
all the members of the productive group. This joint income 
IS distributed among the members who then consume the 
A desire. Eyideritly, then, .consumption in 

modern days takes place only after distribution has been 
accomplished. Again, the nature and volume of distribution 
determine the consumption of society. If distribution ii 
favourable to some and unfavourable to others, the former 
will have plenty to consume as compared with the latter whose 
consumption will be limited. The consumption of an in- 
dividual again, depends upon his income or the share of -:the 

and the size of national dividend 
upon actual production, " . , . ■ 

4. Consumption and Public Economics . ' 

^nsumption is a field wherein the State finds aranle 

ip 5? 

dims .which are extremely harmful/ Liquor h^sSh'I SmSS- 
consumption is sometimes prohihited by the State. 
When -the Congress was in office, it ado^i-r^ " i? If 
prohibition due to this reason. The Gove^rhmVn^ „ 

impose a less severe restriction in the ^rm 'of a When a 
tax IS levied on a particuIaT commodity its nr5r,i^ 
tends to rise. When people find - that tliev ^o " 
higher price than before for a certain article eh! a 
not actually give up, its consumption. The 
in many other cases is very moderate - it tikes rh. 
simple supfirvisimi.- For instance. the Goveramenfo^Ti®n®Pif 
taken some steps' to guarantee the- supply of d 
supervision with regard to the tmi. - The 

also an example. Such supervision improvert^'^n^r®/^®® 
quality, or bmb, of consumption if it is effectiv^ or 


ways 


. , In certata 

the teeron. for the exufenra of ° Gove?om'^'’S‘°°.*’ 
income of the State depends ® 5r°''?rntxieat. Again, the 
consumption. The Government mal p^ certain extent updii 
amount of revenue' from TS* imnn to derive a ceSn 

of specified articles. But if the prSf r/r^ consumption 
as a consequence and people reduce the^J »P 

® their consumption for,thU 
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reason, the expectation of the Government may not be realised 
and the budget might show a deficit. 

5. Prodactlon and Exchange 

t 

Production depends upon exchange. In the modern days, 
production is carried on, not so much for the personal con- 
sumption of the producer, as for sale in the market. It means 
that almost all the goods produced are exchanged ; and the 
goods which cannot be exchanged are not produced. As a 
matter of fact, the process of production is not complete 
until the • goods produced ate placed in the hands of final 
consumfets ; and exchange is the connecting link between 
production and cbnsumption. Exchange makes possible large 
scale production, division of labour and localisation of in- 
dustries, and'thus^ may be said to help production. 

Exchange, in its turn, is dependent upon production. Unless 
an article is produced, it cannot be exchanged. And' the larger 
the production, the greater the exchange activity. Through 
division of labotit and large scale production, production has 
contributed much to the growth of exchange. ‘ • 

6. ProdactioD and Distribation . . 

Production affects distribution.' Only that which’ is 'pro- 
duced can be distributed. In other words, production deter- 
mines the size, of national dividend; and since national 
dividend is the amount' which is distributed, also the magnitude 
of distribution. - If production increases, distribution assumes 
larger proportions ; ' if ’ the former decreases, the latter 
shrinks. • ' . . ' ' ' • 

‘ Distribution also affects production. The' nature, of 
J distribution determines the ability and willingness of labourers 
; to- work, and through it, the volume ’ of production. If la- 
■ bourers feel t^t they are not given a just share of the "wealth' 
j jointly, produced, they- remain dissatisfied and though they 
wqrk in order to ^ keep themselves .alive, they do not. 
^labour whole-heartedly. Then, again, the distribution may 
be so unjust as to leave a very small Income to -workers, such . 
hhat they may not be able to keep up their efficiency. Unjust 
distribution consequently injure? .both the ability, and will- 
itingness of the labourers , to work and. thus, reduces the volume 
c'of production. If distribution is just, agents of - production 
Jf^eei satisfied and .contribute their, maximum to production, 
iSwhich tends to become large. The nature pf production, is 
I’similatly governed by the nature of distribution. If the’ -latter 
ictcnds to make the rich richer and the poor poorer,- production 
1 cwill tend to shift from necessaries to' articles ' of,, luxury and 
(It'ice versa. ' * ' ; 
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7- prodoctloQ and Public Econoniics ^ 

The nature and volume of production largely depend 

the eficiency of the State. If the State guarantees the 
“P ritv of life and property and a just system of distribution, 
^^oduction is pushed onward till it reaches .the ^maximum 
rmU ' If< other hand, there is insecurity of life and 

oroperty,' if there is the danger of robbers or of warfare or 
of unjust taxation, production will be cut down to the minimuni 
DoWble limit. , The policy of the State also determines the 
nature i of production. If a backward country follows the 
policy of “free trade” in the modern days, it will tend to 
become 'agricultural ; but if it adopts a “protectionists, policy,- 
it will tend to become industrialized. , 

‘ ' Public policies also take into consideration the existing 

system of production and are so designed as not to' injure it, 
and“’^tf possible ^to encourage it. Moreover, the income 
of. the Sts^te is derived from taxes on the production of various 
commodities ; and the larger the production, the greater the 
public revenue. Again, the larger the production,) the .greater 
the income pet head and the larger the taxes on income and on 
personal consumption. 


8. Exchange and Distrlbntion 

Whatever is produced by n group of producers is meant 
for exchange, and is sold in the market. The amount realized 
is distributed among the agents of production. In a modern 
society, then, exchange is a condition precedent to distribu- 
tion. Again, the amount received by an agent is used by 
him for the purchase of the articles of consumption. Distribu- 
tion is thus necessarily followed by exchange. Moreover the 
amount to be distributed depends upon the price at which 

a: 

;hxchangc and distribution are very intimat^lw i- 4 
together for another reason as well. Exchange 4 
problem of the determination of price in general ^ 

telatfe itself with the study of thrdetefm^noti 

of specific objects, viz,, the factors of production Dhr?k 

as such, deals with c ertain special proMcms of Sc£ng?““''°' 

‘‘free iradc" poUcy, 1^=1 chtcurih ^ « known as 
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Public Economics has to deal with several problems of 
jxchange. The entire exchange mechanism, and every link of 
,;hat mechanism, is kept in tact and order by the strong 
governmental legislation and administration. The problems 
jjf the issue of metallic currency, the supervision of the 
[banking system, the gradation and standardization of com- 
modities, the weights and measures are also solved by the 
.jUovernment. If the Government neglect any of these duties, 
[,:he delicately poised exchange mechanism may collapse and 
[pay bring ruin to the entire economic system. Exchange, as 
'|juch owes much to Public Economics ; and the latter derives 
jpany of its problems from exchange. 

UO. Dlstrlbatlon and Pablic Economics 

The State plays an important part in determining the 
('jjiatute of distribution. In a communistic State the distribution 
(pf income takes place according to the wants of its members. 
■fiin a socialistic State, on the other hand, distribution is accord- 
iitsng to the capacity of, or the work done by, each member... In a 
I'iapitalistic economy, the Sptinciple is that of demand and 
;it!upply. Even in the latter, where the State interference is 
Jcininimum,' the Government try to correct the injustice done to 
aboutets through factory laws, public health programmes etc. 
taxation is now practised by almost all the modstn States 
p correct the injury inflicted upon the workers by unjust 
listribution. ' ' 


TEST QUESTIONS 

I. What are t\ie important divisions of Economiop ? Give a short description 
if each of them. 

' 2 “The divisions of Economics ate made simnly to facilitate the , study.*’ 

Elucidate. , ■ . , ’ 

3. Show the telattonship between the various divisions of Economics ? 


examination QUESTIONS 
J P. Inter-Arts ' 

1. Discuss wilir examples the relation between (o) wants and jiroduction, 
ii)'^nsumption and distribution, [i) economics and psychology, (1044! ’ _ 1 

V2. What are the chief divisions into which the subject matter of Economics 
s generally divided by writers ? Discuss the inter-relation lietweeu the different 
livisiODs. (1926, 1934 S: 194 °) . 

P. inter. Com. . 

b ^ ' f * 

I. Define Economics and show how it has failed to solve the problem^ o I 
distribution. (1932) 

'Jlthar Examination questions 

'ti. State the main branches into which the study of economic theory is 
ivided, and discuss their relation to each other. (Punjab, 1935 ) 

^ V2, “Econoroiciis split up into different branches or departments merely 
1 facilitate study and analysis ........Its various divisions are actually closely 

slated to one another and all are essentially inter-dependent,'’ Disepss. 
Delhi, 1933) 
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' ECONOMICS IN RELATION TO OTHER SCIENCES 


of t^e orgaoic connection of these relations, their coinmr»n origto» 

Man. \K*cau*:c Ec'^nomics dcats \^ith the individual as he is, it is impo^sil/ti 

r di«aci'’t the socia! sciences, and particularly impo«sible to 
Keen* m:cs con p’ete’ . ^twn Eibics and Politic®. This does not mean thAtxhe'c 
sciences ate all <^nc and cannot be pio&tably stib-dividf‘d. On ’the contrary 
because oi the hroiUuon'^ of human mind they must be studied separately s-^ far a? 
iic^-ibl ' . Piy 


§ 1. :>EPAB/.BIL'm' OP ECONOMICS 


, Economics is a science quite separate from otEer branche 
of knowledge. This does not mean that Economics has m 
relation whatever with other sciences. No subject, in fad 
can be separated by anv definite line" of demarcation from a’ 
others ; in some mar.ner, more or less remote, all knowlcdg 
is related to all other This is also true of Economics whic 
has close intimacy with other sciences, all of which have rich) 
contributed to its gTorstb. It bas been aptly remarked ths 
“the economist takes from all sciences, by turns, all faci 
which bear upon the one subject, wealth ; considers them onl 
so far S': they bear ^thereon ; and puts them together and build 
thto up into a ‘body of knowledge’ which He calls Econc 
mics". Had the assistance^ of other sciences not beei 
available, Econoroico would have been quite different froa 
what it is at present , ' . 


The intimacy of Economics with other sciences is vet 
natural. Since the mind that bas developed the various science 
is one end since m^y eff^.them study the same object, name!? 
Man, there is a ,^air aegree of unity.iresemblance and inter 
dependence bett»een_ them. Economics is a separate sciend 
only in the sense tnet there is a definite and distinct field d 
study which constitutes the subject-matter of Economic, - hu 
it is, on that account, not cut off from other sciences. ’ 

§ 2. 'iVPES OP 8C1EN0EB 


3cic0ccs Cdii tjc oividc^ into 
those which study man ; and (2) those whirK - 

facts, e. f.. Chemistry, Physics etc. Th. t phys. 

Human Sciences and the latter PhuJed sZncL 


xa * 



E0ONOMIO3 IN RELATION TO'O’raER SCIENCES V 

Sciences are subdivided into two classes ; (a) those which study 
human being as a unit of society and ate called Social Scie/jres : 
they are grouped under Sociology : and {b) those which btuuy 
man as an' individual^ e. g;, Psy^ology and Phyniology. They 
may be called Individual Sciences The classification ot Sciences 
may be shown as below : 

SCIENCES 


1 

Physical Sciences Hucmi Sciences 

(Physics, Mathematics) 1 


Social Sciences hidioidual Sciences 

(Economics, Politics) (Psychology, Physiology) 

Economics is closely related to all the above branches of 
^^,^3tudy — the Physical Science and the Individual Sciences. 

.§ 3. ^ ECONOMICS AND SOCIAL SCIENCES ' 

Social activities of human beings (or activities of men in 
relation to society) can be divided into four broad categories, 
:orresponding to each of which there is a separate social science, 
[They are as follows : 

' ' (1) Activities relating to wealth, e. g., the earning of 

noney and the consumption of wealth for the satisfaction of 
wants. Such activiries'arc studied urider' £co«omtcs. 

I ^ ^ ^ 

I (2) Activities relating to State, e. g„ the administration 
pf the country and the election of representatives to the 
.Assembly. Such activities arc studied under Politics, 

j ' - (3) - Activities relating to morality aud right conduct, e. g., 
•he speaking of truth, the feeling of pity for the weak and the 
30or. Such activities are studied under ElhiCs. 

(4) Activities relating to law, e., g„ punishing the thief 
nd imposing death penalty on the , murderer. Such activities 
;re studied under Law or Jurisprudence. 

diagram on page 28 shows the main branches of 
ijpocioiogy ; . . • , 
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Economics andSocioVogs . , ■ . ^ 

' Sociolog?^ is the name given to all the Social cienc 
combined. Sociology is the science from which is® ^ 

the various social sciences, vtz.. Economics, Politics, E 
and Jurisprudence Economics is, as such, a branch of boc 
loEv and studies those social phenomena which are reia 

to wealth. 
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FJ?* 4/ SbowfoR bracchw'of SocioTogy* 


Economics takes into consideration many sociologic* 
facts, iikc the gTtgariousncss of human nature and the mutu* 
cffecfivity of various social sciences in order to complct* 
itself. 
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Economics and PolUics 

Econonuca and Politics ate both social sciences and have 
close intimacy with each other ; Politics studies man in re- 
lation to State, while Economics studies man in relation to 
wealth. Both of them study different aspects of human 
activities, the aspects which are closely related to each other. 
This fact has tied together these Sciences in a very natural and 
definite sense. 

All economic activities ate carried on within the limits 
of the State and under its supervision.' Naturally, therefore, 
the nature of the Government must decisively affect the 
economic system of the country. If the Government is just 
and fair to all, the people will work hard and sincerely and 
the country will be rich. In a badly and unjustly administrated 
country, on the other hand, people will reluctantly cut down 
production to the minimum and the country will remain 
poor. Again, the system of consumption, production, ex- 
change and distribution in capitalistic countries like England 
and America, is quite different from what it is in fascist 
countries like Germany and Italy or ip a communistic country 
^ like Russia. ' ' 

j The nature of Government is,, in its’ ‘turn, dependent 

upon economic conditions. The Government in the hunting 
stage was different from the Government in the handicrafts 
stage, and the latter very much' dissimilar from the present 
su'* day Government. 

The absolute inseparability of Economics and Politics 
is testified by Public Economics which is common to both the 
sciences. Public Economics can be broadly divided into 
Economic Activities of the State and Public Finance. 

The connection between Economics and Pobtics has 
become very close during recent years.' The extreme form, of 
this closeness is to be found in Russia where the' Government 
mostly owns, operates and controls the entire economic system. 
The same is true, to a great extent, of fascist or totalitarian 
States, like Germany and Italy. The capitalistic and demo- 
cratic countries like England and America have also drifted 
to the principle of controlled economy and econotuic planning 
in order 'to solve the economic problems in partial imitation 
of Russia', Germany and Italy. During the present War, this 
control has assumed an absolute and thorough character 
in almost all the countries of the world. In India the 
control of the Government has always been consider- 
able. The slackness of the people to take to new ventures 
naturally led the Government to start their own ’ enterprises. 
Railways, canals, etc, arc all Government properties. The 
State intervenes in various economic* spheres * less cllrcccly 
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through Agricultural Departraeut, Co-operative Departmen 
Iiidusttial Department, Nation-building Departments, etc. . 

Economics and Ethics 1 

Economics studies how wealth may be earned and 
Ethics is the science of proper or right conduct. Since weawi 
is to be produced and consumed in tbe right way sm i 

the tight conduct of life includes the earning and disposilM* 
of the requisite wealth, Ethics and Economics are intimat^ 
connected. All economic activities have an ethical aspect; 
as all ethical activities have an economic aspect, cacti 
science has to recognise, respect and draw upon the otht 
science.® - j 

Economics as a positive science formulates the principle® 
according to which tent, wages, interest and profits at 
determined. In the payment of all these rewards, the questiOT 
of ethical justice enters. Positive Economics has to tat 
account of these factors. Economics as a normative scienct 
sets up the ideal to be pursued in the economic sphere." it 
tells us what is fair rent, fair wage, fair interest and fair pront i 
it gives us the concept of just price, just taxation and jas' ! 
expenditure. All this work involves definite and certaifl 
ethical deliberation. Here the relation between Economics 
and Ethics is very close. The closeness becomes quite pto*. 
minent when we consider Economics as an art. In the sugg^' 
tion of the ways and means for the achievement of an ideal, 
Economics must act according to ethical dictates. If it means 
to act against ethical principles, it will be looked down upon 
and nobody, will pay attention to it. For instance, Economics 
must not prescribe .theft as a remedy of the poverty of the 
masses; for its moral effects will be very bad. People wi*' 
probably begin to think that steahng is legitimate ; an era 
of uncertainty and immorality' will sec in, which will cbecli 
all progress. It is thus clear that Economics depends 
Ethics to a fairly large extent. • ■ 


EcoBomlcs and dorisprodence 

The science of Law or Jurisprudence days down wha 
people inay or may not do. The economic life of the -natio 
IS shaped by its legal system. , if the law of the land ensutJ 
security of life and property and guarantees that each ma 


2“Sincc Economics like Ethics, is primanly a' Social Science, the’ 'tiu* 
economic^Uon must in the long run be an ethical action. .The modem econoncs 
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will get fair remuneration for his labour and that he will be 
left free and secure to enjoy the fruits of his labour, people will 
'get unlimited incentive to work ; production v;ill ircreabe ; and 
the country will be economically well off. But if the legal 
code does not provide security of life and property and allows 
^some members of the society to appropriate a share of the 
, product of others’ labour, the productive mechanism will alow 
(down, and the country will be economically poor. At the time 
jof the break-up of Moghul Empire in fndia, for instance, there 
jwes much disorder and danger to life and property, with the 
(tesult that .ecohomic development of the country greatly 
) suffered. But the maintenance of peace and order within 
( the country later on proved very favourable for its economic 
progress. 

j The effect of Law on Economics is very well shown by 
: the inheritance laws, say of England and India. In England 
i the law of primogeniture (that is, the inheritance of the pro- 
jperiy by the eldest son) has led to large holding? and 
i concentration of land in few hands. In our country, the law 
ohequal inheritance has brought about exactly opposite results, 

. namely, small holdings or possession of tiny plots of larld by 
j a large number of people. Almost every aspect of economic 
I life, Tike trade, transport, combination, monopolies, weights, 

1 measures, adulteration, banking, currency, etc., ate fashioned 
fby the law relating to it. 

‘ just as Economics is dependent upon law, similarly law 
I is fashioned by the nature of economic conditions. The out- 
Isreak of the present Wat required the G-overnment of India to 
■ collect increased fund?'. Therefore, a law imposing tax on 
\ Excess Profits, known as Excess Profits . ,Tax, was -passed. 

' The appalling condition of the factory labour in this, as 
^in other countries, has led to the enactment of 'Factory 
' Act. / 

Besides the above social sciences. Economics is also con- 
nected with History and Geography. 

Economics and History 

The close intimacy between Economics and History 
^cannot be exaggersted. Economics has drawn upon History 
ivery considerably for its own development and perfection. 
vThe usefulness of ' History has been so fully realised by 
P economists that they have fondly included in their study the 
following historical surveys ; (1) History of the economic 
development of a people, called Economic History, and (2) 

* Historical survey of the growth and formulation of economic 
I theories, known as History of Economic Thought. These 
^two branches of History have been of immense value to 
- Economics. 
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(1) Economic History. Economic History is ff 8^*®^ 
advantage to the economist. Firstly, it gives historical dctaUs 
about some economic phenomena like famines and business 
cycles •which can best be studied in the light of past history. 
Similarly, history of excessive issue (hyperinflation) of paper 
currency in the post-Wat Germany and the post-Revolution 
France throws ample light on the theory of paper currency. 
Secondly, it furnishes the basic material out of which econo*' 
mic theories can be made. Ac the same time, it tests or 
confirms the various economic theories, thus affording a final 
proof of their accuracy or otherwise. For instance, the 
Malthusian Law of Population has not been borne out in an 
its details by history and has, therefore, been modified now. 
Finally, the knov ledge of the past sometimes enables us to 
foresee the future happenings and suggest ways and means of 
assisting, avoiding, or remedying them. Economic History, 
for instance, shows the repeated occurrence of business 
depression and bank failures or crises. The possibility of their 
re-occurrence leads to their careful study along constructive 
lines. 

(2) History of Economic Thought. History of Economic 
Thought is also of great importance to Economics. The 
study of a theory from its origin to the present stage is of 
evolution, and a similar study of other competing theories 
which it has superseded, makes its meaning and purport very 
clear. It also helps us not to repeat past mistakes ; and shows 
the scope for further progress. Moreover, the connections 
of economic doctrines with their underlying institutions and 
condition makes the doctrine of relativity very clear ; while 
the dependence of Economics on other branches of knowledge 
is also brought to light. - . ■ 

Economics and Gaogtaphs , , 

Geography is the study of man in relation to his environ, 
ment.i It studies how ate his activities conditioned and shaped 
by his suiToundings. The economic activities of man, namely, 
the activities relating to wealth, are definitely shaped and 
formed by his enviromnent. As such, the intimacy betweec 
these two branches of knowledge is - close. To a pertain 
extent, economic conditions of a country form a part o( 
Geography ; or a certain portion of the Geography of a parti- 
cular country is economic in character; This portion wbicl 
is c^mon to Economics and Geography, is known as Econo 
mic Geography, 


§ 4 EO )N0MrC3 AND INDIVIDUAL SOIENOKS 


Just as Economics' is closely related to the 
study man as a member of society, similarly 


sciences which 
it is intimately 
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^related with those sciences also which study man as an 
sindividual. The most prominent among the latter sciences is 
::P8ychoIogy. 


‘Economics and Psychology 

Psychology is the science of the mind and studies such 
^mental phenomena as will power, motive power and power of 
'concentration. Each one of these psychic Phenomena is of 
■.immense value to an economist for these are exactly the 
ijthings which he deals with. A study of Economics is funda- 
' mentally the study of the wants of men, the efforts made 
jby them to satisfy them and their ultimate satisfaction. 
'"Wants, efforts and satisfaction, are the main links of the chain 
;,of economic activities, each of which is a psychological 
■jproccss. Mostly speaking, the task of the economist , is to 
^measure these phenomena with the measuring rod of money. 
^Economics is, therefore, “anchored in Psychology”. 


!/• Indeed, some economic laws are psychological in their 
^nature. The law of Diminishing Utility (which says that the 
more' you have of a thing, the less you will want its each 
^.successive units, other things remaining the same) is the ex- 
ppression of a psychological fact. The law of demand, the law 
l^of supply and the law of substitution simply show how 
^humati mind is likely to work under certain circumsca^nces. The 


^theory of trade cycles and Indus triaL-fl uccuations has Been 
'partially built upon psychological findings. Fatigue, test 
■^^peri&d's. agreeableness of work and_pleasamness of surround- 
nmgs, are all psychological processes and are studied by 


-ft- 

■jings, are a 
[jTjEconomics. 


processes and are studied 
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Physical sciences study physical phenomena. Economics 
[ids related to .these sciences inasmuch as it takes their conclu- 
elsions for granted and on thqir basis formulates its own laws. 
iljThus Chemistry says that matter can neither be produced 
minor destroyed. Taking this fact for granted, Economics 
epdefines production as the creation of utility, and consumption 
jiias the destruction of utility ; and not of matter. The Law of 
(Diminishing Returns, which has a proud place in the deparc- 
j^raents of Production and Distribution alike, is based on the 
ji^findings of Agricultural Chemistry. The trade cycles and 
jjjcrise’s have often been explained with the help of astronomy, 

• levons' Sunspot Theory'* of trade cycles and Moore and 
Beveridge's similar doctrines, are astronomical. 

Economics and Statistics / - . 

The science of Statistics is concerned with numerical 
,j,',^facts. It collects, classifies; presents and compares numerical 
jjtJdata relating to particular problems and then draws generalisa- 

§ 
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tions or laws from them. Economics also deals with quantitative 
and numerical data. The application of Statistics to Econo* 
mics has, therefore, led to enormous benefit to our science. 

Specifically, Statistics has the following advantages 
to Economics. Firstly, statistic.^ describes an Economics 
phenomenon very admirably. For instance, if we wish to 
describe the foreign trade of a country, the description would 
not be complete unless wc give statistics or figures of the 
exports and imports. Secondly, some economic problems are 
nutneiical ; and here the dependence of Economics on Statistics 
’ sbsmute. For example, if we want to find out how prices of 
gold have fluctu ated, since the beginning of the present 
century, we must have price statistics of gold for 4l years. 
Thirdly, there ate some economic problems which cannot claim 
final accuracy until they have been tested by statistics, 
rinaliy, sorne ewnomic theories have been directly derived 
trom statistics. The Malthusian law of population is such an 
example. 


^otn the above account the inseparability of Economics 
and btatxstics can be well appreciated. In fact, there is a 
Statistics whiA exclusively deals with economic 
probletns and is known as Economic Statistics. As you progress 
m the study of Economics you will find that you have to make 
liberal use of graphical methods, like charts and Eranhs to 
illustrate your point, all of which fall under Statistics ’ ' 

Economies and Hathematics 

Even a science like Mathematics has been of cteat use to 

trSoSics £d the application of Mathematic! 

to economics had been a subject of controversy. On the one 

of Coknotf j'voni 
Mgeworth and PMcto, who made extensive use of Mathematic! 

to th^ extreme u " 

fulness of the process, jevons went to the length of 
that Economics is essentially mathematical in its naturp*^ 3 °! 

fll q^ntuSv^d^f 

Mi^, Cahn« and Le?iie,'''4o ^L'wad^their f 

towards the application of Mathematics which in ^^tnclmaciofl 
was batten and useless for econoSks ’ 

This controversy has now been set at rest and / 

ness of the application of “sef' 

constitutes the subiect.motr-,- Jf ° whicl 


Econo'm’ 


constitutes the subiect:mat«r;f 
of thought an d clarifies the relationsh^ ®beTw«n' / 


Eecmcmj, p. 3. 


it deals science.. 

jevons, Thi Theory of PMiti 
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factors, like demand, supply and price, in an adSmirable way. 
But too much dependence on it leads to economic toys and 
useless mental gymnastics. If used with proper precautions, 
it has the possibilities of showing good results. 

TEST QUESTIONS 

' 1, Is Economics au independent science ? Give reasons. 

2. Give a classification of sciences What ate the important social 
sciences ? 

j “Economics is closely related to all social sciences.” Do you agree ? If 
so "Why ? 

4- Is Economics related to Physical Sciences 7 Illnstiate your answer. 
EXAMINATION QUESTIONS 


U. P. Inter, Art* 

1. Discuss with examples the relation between. ..economics and psychology, 
(1944) 

2. ...Explain and point out the lelatiortship of economics to geography and 
politics.' (1943) 

3. Discuss the subject-matter of Economics and give the relation of the 
science to Ethics, Politics and Sociology, (t937) 

4. ...What is the relation of Economics to Politics and Ethics 7 (1933) 

5. Show in V, hat manner Economics is related toother sciences Illustrate. 



CHAPTER 6 

ECONOMIC LAWS, METHODS AND ASSUMPTIONS 


There is nnt a single lav?, economic or other on which we may depend^ 
absolutely. The validitv of natural laws is conditional upon tbe orders of tfe j 
universe not being overthrown; that of economic laws, upon no fundamental chrogr j 
taking place in human nature, as we know it. If ever a cbang^j should coroe^ j 
then, indeed, no economic laws will be valid. — (?. Pierson, 


§ 1 . ECONOMIC LAWS 

The Meaning ol Economic Laws » y'” 

While going through this book, you will come acroJ'j 
various ‘Lau's’. These Laws are scientific laws and should no' 
be confused with statutory (i.c., legal) or customary or morsij 
laws. Economic laws establish the relationship between cau»f 
and effect, and are, therefore, of scientific nature , 

An. economist studies human actions in the ordinarf 
business life, tries to find out the connexion between causes, 
and effects, and then expresses them in the t'cirm of general 
statements. Such generalizations are known as Economy 
Laws. For instance, economists observe that if the price 
a commodity goes down, the demand for it increases. Let'uf 
take the example of Fides pencils which can purchaved at 
2 annas each. If the price comes down to one ahna per pencil 
you may be tempted to purchase more pencils than before 
This is true with regard to all the articles. From this thi 
economist generalizes that if price falls demand increases. Thi' 
is an economic law — the law of demand ; it the statcraen' 
of tendency and seeks to show the connection between caiil^ 
and effect. Such generalized statemejtts of Jiunian tendencies 
conc^ningwealth^are known as Economic Laws. 

Economic laws, have two main characteirigtics. Ftrstlf 
jhey a^sorjaL dealing as they do with the Conduct of 
cobBiEere3‘'a8 members of society. Secondly, they refer f( 
economic motives, the motives which can be measured by moncf 
Matsball, therefore, defines economic laws as follows ; “Econo 
mic laws, or economic tendencies, are social Isws relatinc • 
branches of conduct in which the strength of the motives ■ ' 
concerned can be measured by a money price.’'^ 

Types ot Lavis 

It is obvious from the above that the term 
in Economics in a scientific sense. The word, ki een ‘ 

18 used in vario us other senses as well, with whkh the ^ea-’ 

iManball, Economics of Tniustrj, p, a6. 
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is probably aware. A law may be statutory, or moral, or 
customary, or scientific. 

Statutorri Laws are the ordinances of the Government 
and requite the members of the State to do or not to do certain 
acts_. For instance, the Indian Criminal Procedure Code requires 
a man not to cause physical injury to any person ; such an 
offence is punishable by imprisonment and other penalty. These 
laws are generally enacted by a particular State which enforces 
it within its jurisdiction ; outside this limit, they are 
inapplicable. Those rvKo' break the law are punished. Sta- 
tutory laws ate not fixed in character for all the time to 
come; and are amended from time to time. From the 
above account of statutory laws, their difference from econo- 
mic laws becomes fairly clear. Economic laws are not passed 
by any particular State ; nor is their operation restricted to 
any particular country. They are the expressions of human 
tendencies and are true of all human beings and* of all 
countries. They do not enjoin people to do or not to do 
certain acts. Nor are their offenders punished by any authority. 

Moral Laws are the laws dieted by moral and ethical 
considerations and"" require" men"_to "act in accordance'^^with 
those dictates. For instance, tlie ethical commandments to^ 
speak truth and to be kind to others are moral laws. Offenders”^ 
of such laws are "supp'osed to-.be punished "fby the Almighty 
- in this world and the world to come. Economic laws are 
definitely not of this nature. They are not moral commancT- 
ments ; nor do they call the wrath of God upon the 
offenders. 

Then there are Customary Laws, that is, the laws estab- 
lished by customs and 
traditions. In Hindu 
society, for instance, there 
are definite customary 
' laws regarding the cere- 
monies to be performed 
I at the time of- marriage 
t or death of somebody. 

Economic laws are, _ of 
1 course, different from 
' customary laws. 

' Finally some Scientific 
Laws which establish the 
relationship between cause 
^ and effect. Economic 
^ laws perform exactly this 
’function. Therefore, eco- 
'nomic laws are scientific 
laws. 



Fig. 5. Showing the vaiious tinds of laws 
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The Inexactness ol Economic Laws 

Economic laws, as said above, are the statements of 
certain human tendencies. In other words, they simply state 
that under certain circumstances, human beings tend to act 
in a certain fashion. They do not assert that a man must 
necessarily behave in the stated way. Human 'beings have 
free will and they may or may not act in that manner, 
^onomic laws only say that they will most probably act in a 
particular fashion under particular circumstances. 

This point may be easily illustrated. The law of demand 
states that if price rises, the demand will fall. This is what 
usually happens in daily life. But there are cases when the 
demand rises immediately after a rise in price. During the 
war period, for instance, the prices of arms an^ ammunitions 
rise up sky-high, but still the demand for them goes on 
increasing tremendously. Again, suppose Gandhiji comes to 
Allahabad and nobody can see him unless he wears a Gandhi 
cap. In such a case the demand for Gandhi caps will increase 
tremendously even if the price of such caps rises fairly 
high. ; < 

It must, however, be admitted that there are certain laws 
in Economics which are exact under all circumstances. The 
law of diminishing returns, is such a law After a certain 
point in cultivation is reached, the application of each succes* 
sive dose of labour and capital is bound to yield diminishing re- 
turns provided other things remain the same. This law has two 
assumptions, namely, the arrival of a certain point in cultiva- 
tion and the unchangeableness of other things. If these two 
assumptions obtain in practice, the law will definitely operate. 
There is no exception to this law. ' 

"We conclude, therefore, that some economic laws are 
absolutely correct but a large number of economic laws have 
an clement of uncertainty or inexactness. The reasons for 
this inexactness are mainly two. Firstly, men and women 
whom Economics studies are living beings and possess free 
will. Their acts ate, as a consequence, so variable and 
uncertain that the best statements of tendencies about the 
human conduct must necessarily be inexact and faulty. 
Secondly, economists do not have the facility of performing 
experiments under desired conditions, as can be done in a 
laboratory ; so that absolute correctness in the formulation 
of the laws is not possible.® . 


-Since an economist can rcry tarcty expeiiment he nni't content himself 
with watchlne the changes that tnlte place in conditions, anil their results, and 
nignlng as to the meaning of his fbserratiTis, it Is largely due to this fact that 
econotrdc laws are far less deBnitc, and open to many more eiccpliotis; than Is 
the case in sciences where ty slematlc expcriircnts arc possible . It is very difficult 
to be sate that wc have not ovcilootcd some chance in the conditions, that has 
taken place ; and even serious students may thus be misled and may attribute 
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Economic Laws Compared with Pbysical Laws 

Economic laws are not as accurate as the physical laws 
which are absolutely exact. The laws of physical sciences 
relate themselves to physical facts which are unchangeable, 
certain and of universal application : physical laws, as such, 
also possess similar characteristics. Moreover, physical laws 
can be derived and tested under laboratory conditions which 
helps in their correct formulation. The law of gravitation (which 
states that a body is attracted to the ground), for instance, 
is a physical law and is altogether exact and certain. Whether 
you throw a hat or a coin in the ait, it must come down ; and 
whether you do so in Allahabad or in Calcutta, in London 
or in New York, is also immaterial. Similarly the attraction 
of iron by a magnet when’ both ate placed near each other 
is a fact of invariable exactness and universal application. 
These illustrations show that physical laws are absolutely 
exact and universally applicable. If we compare economic 
laws with physical laws, we find our that laws ate inferior to 
physical laws in points of exactness, invariability, and 
universality of application,^ for reasons already explained. ‘ 

' Marsnall observes that there ate no economic tendencies 
which ate as steady in operation and as precisely measurable 
as gravitation ; and consequently there are no laws of Econo- 
mics which can be compared with the law, of gravitation. But' 
.^.-thev can be very well compared with the laws of tide which 
are not always exact— their . operation may be obstructed by 
heavy rainfall or strong wind. In the opinion of . Marshall, 
as such, the laws of Economics should be compared with the 
law of tides rather than with the law of gravitation."* 

Economic Laws are tbe Most Exact Social Laws 

Economic laws are not so exact as physical Jaws, but 
they ate the most exact of all the laws of social sciences. The ' 
reason why economic laws are superior in point of exactness 
to all other social laws is that economic motives can be | 
measured by the measuring tod of money, while no other | 
social science has the facility of any quantitative measure- ! 
thent. in Economics motives ate measured by money — ^^rupees, ! 
annas and pics. If you want a pen and will offer , Rs. 10 \ 
for it rather than go without it, the intensity of your want ' 
^ . for ,the pen can be measured by Rs. 10. Similarly, if you j 
will charge 4 annas for typing out a page, the dlspleastire of f 
typing out a page can be measured by 4 annas. This privilege 

tt tesuU to a canic which in fact has had little ot nothing to do with it, just because 
they have ovcjlooVed the tnic cause or causes. See Moreland, An.rnireSutiten io 
HtuHtrtics, pp, 6 . 7 . 

aPiof. Robbias argues lh.st economic laws art as precise, within ttie Hmts 
rf the assumptions, as, or even more precise than, physical laws. See Rohbins. 
TAf A'l/rit? and St^nifeatser e/ Etananstc Sciencf, Also see Knight, SEmitJie 
Si’ethei in In the Tren-i tf Stenstin (Tugwell) 

sManhall, Pnnofia tf JRtfntmiOt pp. 31-33. 
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of measurement, which is denied to other social sciences and 
is available to Economics, goes a long way in making Econo- 
mics fairly exact — more exact than any other social science. 


§ 2 . 


METHODb OFI ECONOMICS 


Every science arrives at its conclusions, generalisations 
and laws through some logical process. This logical process 
by which we arrive at generalisations or laws of h science 
is known as its metFiod. Economics makes use of two im- 
portant methods, namely, the deductive method and the 
inductive method. ^ 

Dedactive Method 

Under the deductive method certain basic propositions 
regarding, human nature are taken for granted and from 
these propositions broad generalisations arc derived. For 
instance, it is a fundamental fact that all men die one day. 
Smith is a man. Therefore, he will die one day. There is a 
simple example of the deductive method jevons aptly describes 
deduction as “getting knowledge from other knowledge.”® 
A large number of economic laws has been discovered in this 
■way. -The economic law of diminishing utility has been 
arrived at deductively. We know that men do not generally, 
attach as much importance, to the second unit of an article 
as to the first ; and not so much to the third as to the second ; 
and so on. From this psychological fact it has been deduced 
thatras the stock of a commodity increases, the utility of 
each additional unit goes on diminishing, other things 
remaining the same. 

Early economists made the use of the deductive method 
alone. But the exclusive devotion to the deductive method, 
to the neglect of the inductive method, misled them. Even 
the fundamental propositions about human nature with which 
thcYj. started were sometimes wrong ; and they, moreover, 
did hot verify their generalisations by actual observation. 
The laws arrived at through such defective deduction were 
naturally faulty. Undue and exclusive emphasis on deductive 
methods thus put the cart of Economics on wrong lines. 
German economists first revolted against this state of affairs 
and introduced the inductive method in Economics. Since 
then the popularity of the inductive method has widely 
increased . 

Indactive Method 

According to this method, we first observe the relevant 
points concerning a particular phenomenon, which arc collected 
in adequate quantiti es and subjected to close scrutiny, From 
“Jevons ZcE^c, p. 13. 


ECOSOMIO LAWS, METHODS AND ASSUMPTIONS '41 


the data thus collected, generalisations are drawn which afe 
known as laws. 


Malthus followed this method in formulating his theory 
of population, namely, that population increases faster than 
food supply. He painfully studied the history of all the 
important countries of the 'world; and from the facts thus 
collected, derived the Law of Population. 

Inductive Method vs. Deductive Method 


It is sometimes, debated as to which of these two methods 
is of greater use ■ and importance in Economics. It is the 
opinion of modern economists that both of these methods 
arc important and- useful. “Induction and deduction are 
both needed for scientific tbought as the right and left foot 
. arc both needed for , walking.’ ® li u those departmen ts of 
Economics wher e facts and data are not easily available. 
deductive method is largely used as to r ~ex5mtdg~itr~Co5Sump- 
ti on, Exchange and Uistiribution. 'nB ur’-w hercr-udg qgStg^acts 
anJ^ata^re avadable an^ the^tundamentar^^pos ltiph s^tso^ 

inductive method is generally used7~.OQrT5trt7iect- of Economics 
would have been very imperfect and ill. developed today' were 
both these methods hot utilized according to’ibliir pitability 
and propriety.’ -" . ■ ’ , , 


§ 3. assumptions of economics 


Economic laws are ordinarily accompanied with certain 
conditions; in' other , words, they , arc ^limited by certain 
assumptions. They always state that provided such and 
such things exist, this cause will lead to this effect. The 
reason why economic laws iiivolvc- assumptions as that ,human 
beings, whom Economics studies, have free will and- are 
under certain circumstances infiuenced by a, largo number of 
considerations.' ‘ All such variable factors cannot be taken into 
consideration at one and the same time. Economists, there- 

■ ' - I , . '-.I 't-'ir ;; 

*A sentence fiora Schmoller, the great German economists which has llecom>> 
classic. - ‘Ill, ‘ ■ ' 

■•All the devices for the discovery of Die relations between et-iusc and 
■effect which me described in treatiies on sciemiBc method, have to be used in 
their tarn by the economist ; there is not any one method of investigation which 
.can ptopetly be called the method of Economics ; but every method must be made 

serviccabie in proper place, either singly or in combinations with others but 

in some branches, of economic enquiry and for some purposes, it is more urgent to 
ascertain new facts, than to trouble ourselves with the mutual relations and 
_ explanations of those which we already have. While in other branches there is 
still so much unccitainty as to whether those causes of any event which lie on the 
surface 'and suggek thfimselyes at^ first .are both i'tu causes of it and the only 
causes 'of ft, ^that it is’ cviin 'more urgently needed to ^scrutinize our reasoning 
'ahouc facts wHich ’Ve -already know than to seek for more facts. — Marshall, 
PrindpUs oj Economics, pp. 29-30. 


6 
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fore, take certain conditions or assumptions for granted, and 
state what will be the result of certain casual forces under 
the assumed circumstances. 

The most important assumption made by economic laws 
is "other things being equal" or "other things remaining the 
same." The implication of these phrases is different in differ- 
ent cases, and depends upon the context in which they are 
used. Other assumptions are the existence of free contact, 
no-rent land, human propensity to be led away by monetary 
considerations, etc. Some pertinent remarks have been made 
by Marshall on this subject, which may bo quoted here in toto : 

It Is sometSmes said that the laws of Economics ate "hypothetical.” Of 
course, like every other science, it undertakes to study the effects which will he 
produced by certain causes, not absolutely, but subject to the condition that 
olher things are egual, and that the causes are able to work out their effects 
unisturbed. Almost every scientiSc doctrine, when carefully and formally stated, 
will be found to contain some proviso to the effect that other things are equal ; 
the action of the causes in question ^is supposed to be isolated ; certain effects 
ate attributed to them, but only on the hyfoihests that no cause is permitted to 
enter except those distinctly allowed for®. The assumption made by certain 
economists are not exactly tme but they ate a neat approach to reality. We 
already come across perfectly free coropetitiem ; but in stock exchange markets 
and elsewhere, this position is approximately reached. No-tent is not generally 
to be found, bnt land paying negligible rent Is not a rate occurrence. Man is 
gmded by religious, patriotic, political and other consideiations, but a considera- 
tion of wealth is of definite importance. It is clear, then that our assumptions 
are neatly correct and, therefore, the laws based on ttem ate close approximation 
to reality. 


use ? 


TEST QUESTIONS 

What are the connotations of the term *Iaw’ in everyday speech ? 
How do they differ from the economic sense of this term ? 

2. Show how far economic laws are exact ?, 

Vs* Ate economic laws as exact as phyrical lawso 1 If not, what is their 

"Economic laws are the most exact of all the social laws.” Do von 
agree ? Gbe reasons. ' . . ’ 

5. What do you mean by a ‘method*? Wbat" methods are followed bv 
econonusti ? ■ . . j 

./6. Write a short note on "Assumptions in Economics”. 

EXAMINATION QUESTIONS ' 

U What is the nature of economic laws? Compare and contrati 

193'?’" differ ftS statutory Uws ? ^“nn%^, 


Olt has been foicefully stated by certain wril-r- 1., 
economic laws assume other things to rimaln the 
Ecocomla is, therefore, an nnrcalistic science. See ^ 

Larntni ftff Etonfifnia. - WooUon, The 
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2. What do you underBland by Economic laws ? Di'stingoish the economic 
laws ftoin each of thcfollowlng : — 

(■>) Covet not what 5 » thy nclghbonfs. 

[b) Bodies heavier than ait fail downwards when unsupported. 

(c) Any person found driving a motor vehicle without a license will li" 
Gned Rs. 50. tDclhi, 1928) 

3. What do you understand by the termllnw in Economies 7 Show by ine.xns 
of exornples bow ecoBOmte law* differ in character from -statutory hws. (Delhi, 
1031) 

4. .. What are the methods employed in the study of Economics? (Delhi, 
1928) 

5. .. Define the term ‘Economic Laws’. (Calcutta, 1933T 

(T. Discuss the value and limitations of the chief methods of study of Ecuno. 
mlcs. / iCalcnlta, 1932) 

Vy- Explain the nature of Economic Laws, and show how "Ec-snoinics docs 
not give us conclusion's directly appiicaWe to Policy”. (Bombay, I. Com., 1939) 

8. Wh.al are Economic Laws 7 How do ihey cvsmpate with those oi Physic »! 
f'cicnces D. Com, 1 . M, C., 1937 ) 



CHAPTER 7 

DEVELOPMENT OF ECONOMIC LIFE 

Wants— cffoits— saltsfaction. ...this is the circle of Political Economy— 

We shall now study the various ways in which men, ftom 
earliest times to the present, have been earning their living. 
In other words, we shall discuss the development of economic 
life. 

Since his earliest abode on this planet, man has made 
tremendous progress. This development has taken place in all 
walks of life — social, political, economic, ethic&l and others. 
Here we were concerned w’ith the economic development only. 
Economic progress of human beings has, indeed, been remark- 
able. The original man used to remain naked, sometimes 
covering his person with bark and leaves of trees or skins of 
animals, and to eat wild fruits and flesh of animals. The 
average man of today is a completely changed being ; his wants 
have multiplied and the satisfaction of these wants has become 
an extremely complicated process. He keeps his body covered,/ 
with cloth ftora Manchester and silk from Tokyo ; eats Chinese ^ 
soya beans, and Mediterranean oranges ; and drinks American 
syrups and French champagne. The economic progress of 
humanity has been profound. 

The economic development of society may be studied 
from two points of view ; (t) The Development of Economic 
Activities of the Individual ; and {it) The Development of 
Economic Organization of the Society. We shall trace the 
economic evolution along both those lines in § I and § 2 
respectively. 

§ 1. Development op economic AcriviTrEs 

I 

The feeling of wants which press for satisfaction leads 
man to make economic efforts. These efforts result in the„) 
satisfaction of his wants, directly or indirectly. Wants, efforts 
and .satisfaction— these are, then, the important links in the 
chain of economic activities. The relation between wants 
efforts and satisfaction was direct, simple and uninterrupted 
during the infancy of society. The economic chain then had 
only these three links and no more. But the progress of society 
has lengthened, the process of satisfaction of wants and at 
the present time many more links have been added to the 
economic cham. 
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1. The Stage ot Direct Efforts 

In the earliest stage of history, the relationship between 
wants, efforts and satisfaction was very intimate and direct. 
As soon as a want was felt, effort was made to satisfy it, and 
the satisfaction was obtained. When the savage felt hungry, 
he plucked some wild fruits and ate them up. If he wanted a 
shelter, he collected twigs of trees and prepared a crude shelter. 
This was the first stage of economic life and is called the 
Stage of Direct Efforts. In all the subsequent stages, the rela- 
tionship between wants, efforts and satisfaction became In- 
direct. The following diagram illustrates the essentials of the 
first stage 


STAGE I 

Wants — Efforts — Satisfaction 

2. The Stage of Indirect Efforts 

. In the first stage of direct efforts, each man himself pro- 
duced everything he wanted for his own consumption. This he 
could afford to do in the earlier days when wants were very few 
and simple and could be easily satisfied. With economic pro- 
gress, however, wants multiplied and became complex Man now 
discovered that he could not himself produce all the articles 
►-of his consumption efficiently. He could satisfy mote wants 
if he h) produced only one or a small number of articles which 
he could prepare most efliciently ; and («t) exchange whatever 
he produced (keeping with him so much as he requited for his 
own use) with other things he required. ' ‘ 

He was thus compelled, for reasons of advantage, to 
lengthen the chain of economic activities. Whenever the want 
' for a particular thing was felt, effort was made to produce the 
articles for which the person concerned had special proficiency ; 
and then the articles produced were exchanged for the objects 
of his desire. Thus exchange intervened between efforts and 
satisfaction ; in other words, a gulf was created between efforts 
and satisfaction which was bridged over by exchange. The 
relation between wants, efforts and satisfaction thus became 
indirect, as is shown below : — 

STAGE n 

Exchange ,5 

Wants Efforts Satisfaction 

3. The Stage of Industrial Grouping 

As human knowledge increased, people began to tealite 
that they could increase their output still mote and satisfy stiU 
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more wants if, instead of working individually, they worked 
Jointly in groups. In other words, they began to appreciate 
the advantages of co-operation and association, which they 
soon put into practice. 

An example will make the new improvement effected 
under this stage clear. Suppose a man wants a chair- In the 
first stage of direct efforts he will prepare it himself. In the 
second stage of indirect efforts, it will be prepared by the 
carpenter ; and the man, who wants it, will get it from him in 
exchange for some other thing, say, cloth, which he (the 
consumer) has produced. In the third stage of industrial 
grouping, the chair will be prepared not by one man but by a 
number of men working in a group. Thus one man may fell 
trees ; another may bring them to the place of work ; a third 
may cut them into planks ; a fourth may make a chair out of 
the planks ; and a fifth may varnish it and give it the finishing 
touch. Five persons working jointly prepare the chair. 


The above example of the preparation of chair in the 
third stage raises an important question : When five persons 
prepare a chair, to whom does it belong ? Naturally, it belongs 
to all of them. And whatever they get by bartering it, is dis- 
tributed among them equitably. The share of each individual 
enables him to satisfy his own wants. 

In the third stage, then, the feeling of want leads to 
efforts which are combined and joint. Combined efforts bring 
the satisfaction of the group through exchange. The indivi- 
dual member of the group obtains satisfaction through the 
distribution of the earning of the group. The following 
diagram’ makes it clear 


STAOE^UI " ^ . 

' ' Exchange Distribution ^ 

s, ^ ^ ’ 

Wants Efforts Satisfaction Satisfaction 

of an ' as a mem- of wants of of wants of 
indivi- bet of a group. individual 
dual. group. ^ member. 


4. The stage of the Use of Honey 

Hitherto exchange took the form of barter. Articles 
were exchanged for articles 5 money had not yet come into use. 
But the barter system had several difficulties to solve which 
money was introduced. 




The introducUon of money all the more lengthened the 
chain of wants, efforts and satisfaction. Whatever was oro- 
duced under co-operative production, began to be sold fo) 



DEVELOPMENT (JF BCONOMIO LIFE 


47 


money? and, the group now obtained a certain money income. 
The income of the .group began to be distributed among the 
individual composing the group, thus resulting in the obtain- 
ment of individual incomes. With this income each indivi- 
dual could purchase . the article or articles he required and 
obtain satisfaction. This is the present stage of economic 
evolution and is illustrated below : — 

stage IV 


Wants— 

of an in- 
dividual. 


Exchange 

Efforts 


Distribution 


as a mem- 
ber of a 
group. 


Income 
of a group. 


Income 

of an in- 
dividual. 


Exchange 

Satisfaction 

of wants of 
an indivi- 
dual 


§ 2. ECONOMIC ORGANIZATION OF THE SOCIETY 

The above is the history of economic activities of the 
individual. Now we shall describe the various stages through 
which the economic organization of society has passed sine'e 
the earliest times. They are : (0 the hunting and fishing stage ; 

the pastoral stage; (iiO the agricultural stage ;,(jV)tbe handl- 
' crafts or commercial stage ; and (v) the industrial stage. 

1. The Honting and Fishing Stage 

In early times, men used to support their lives by hunting 
and fishing. In this stage the wants of human beings were 
very limited and could be easily satisfied. For instance, when 
a man felt hungry, he just plucked some wild fruits and leaves 
or went a fishing. If he wanted something to cover his person, 
he made use of barks of trees or skins of animals. If he 
wanted a shelter, a cave or a dense tree served the purpose. 
Man depended for the satisfaction of his n>a«t5 on u’hat he found ; 
he did not make anything. Wants were few and simple and 
they were satisfied in simple ways. 

Of all the wants, . that ■ for food was the most difficult 
to be satisfied, and shaped tlw economic life as a whole. The 
(■^'plucking of fruits and plant was an easy task, but when it was 
necessary to kill animals with rough instruments, much 
exertion and skill were required. There were, then, times 
when fruits and plants did not grow due to famine 
or some other reason, and the animals became scarce due to 
fatal diseases or due to their flight in large numbers when being 
chased by hunters. When animals moved to some new tract, 
men had to follow them. Population was, therefore, migratory 
and sparse. On an -average a man requited 70 to 80 sq. 
of Und to maintain himself. ; Very often fresh trnrt would be 
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obtained only oy^’ dispos- 
sessing others j . and this 
■would necessitate wars 
which were common in 
those days. The •van- 
quished were killed ' and 
their flesh •was eaten by 
the conquered with 
pleasure. Prisoners could 
not be allowed to live 
since they could not be 
easily fed. Hence canni- 
balism, i.e,; the practice' 
of eating human flesh was 
prevalent. It should, how- 
ever, be noted that fish- 
ing tribes were more 
peaceful than .hunting 
tribes. They did not 
move from place to place 
very frequently for fish 
increase m number so 
rapidly that they remain 
plentiful in spite of be-^ 
ing caught. This popu-l' 
■ lation was therefore, 
dense and fixed. ' 



The principle of pri- 
vate property had not 
yet made its ,appe'arance. 
By private’ property is 
meant ' the ownership 
of property by "private 
, individuals. In the hunt- 
ing and' fishing kage, 
nobody possessed' any- 
■ thing ; whatever was re- 
quired wa's, ho sooner 
• obtained than it was* 
consumed! Each indivi--> 
dual ,wa8 self-sufficient, 
and exchange had' not 
yet originated.' 


2. The Pastoral or No- 
madic stage. 


rig.' 6. Explaining the evolation of the The next Stage O* 

cconoroic otganitatlon of lociety. economic evolution i* 


The next stage of 
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kno^jtfn as the pastoral stage. Animals were the centre ground 
on which the economic hfe was built up in those days. Increase 
in human intelligence had led to the realisation or the value 
of animals. Thfcy prbvided milk and wool ; they ensured a 
regular supply or meat : they could also be used for riding 
purposes. Men, therefore, began to tame useful, animals 
instead of killing them. The supply of milk, etc. imparted 
'an element of stability and surety in their hitherto precarious 
existence. 

Animals live on grass which grows on pasture lands. The 
domestication of animals is, therefore, closely related to the 
availability of pasture lands. And the discovery of fresh 
. grazing grounds for animals was an important problem which 
the-people of the pastoral stage had to tackle As soon as oiie 
grazing ground ceased to be useful, they migrated alonig' hiith 
their animals to newer areas. Men thus vssd to wander fron 
place to place not for their own food but for the food of their 
cattle. When green grasslands were found, men used to live 
in fixed abodes temporarilv. Since food supply was greater in 
this stage than in the preceding one, the population also tended 
to be denser. The necessity of fresh grazing ' grounds was a 
. fruitful source of wars. But the practice of killing war prisoners 
was given up in this stage, for they could be better utilised 
as slaves for looking after the animals aud’for other rough 
.work. The system of slavery had its origin these Hays, 

The greater stability and increase in the food supply and 
the practice of keeping slaves, resulted in sorhe leisure which 
men utilised in doing finer and better things. Instruments 
and implements began to 'be made, and better houses begkn 
to be constructed. Economic progress had its beginning in 
these conditions. 

Private property also made its appearance now. Animals 
were owned personally and were given ‘personal supervision. 
But private property was not yet extended to land. Self- 
sufficiency continued to be the key-note of economic life and 
, exchange did not yet appear, ' 

3, The Agricnltaral Stage ’ ‘ 

So far man’s existence was precarious, and he was on the 
look out of a secure source of -fpod supply- . An increase in 
his knowledge and his growing cohtrollovet Nature led him 
to hit upon agriculture or the tillage of soil ds k solution. This 
was the next stage in the economic evolution of society. , 

The cultivation of a plot of land required people- to live 
infixed abodes and at a particular place. The migratory" cha~ 
racter of population w is weakened. Moreover, people 'began to 
live together as fair as possible with a'vlew'to ’ensure’ safety ; 
while increase in production ; could support dense population. 
These facts gave rise to corporate living, to hamlets and villages. 

7 
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The system is known as domestic system of Industry and 
prevailed before the modern factory System. 

5. Tb 0 Indostria! State 

The pace of economic progress, however, continued ; and 
inventive genius of the human race brought tnachinery on the 
stage. The invention and use of machinery led to such a 
iWemarkable change in the economic conditions of society that 
■' an era of ‘Industrial Revolution’ was said to have set in The 
Industrial Revolution first came in England and covered a 
century, froth 1750 to 1850 roughly. From England it found 
its way to the other countries of the world. The machinery 
which were newly invented were very costly and complicated 
and were driven by power, as for example, water, steam and 
electricity. It is this stage to which the society has reached 
today. So important is the part played by power — water, 
steam and electricity — in modern times that the present age is 
known as the "Age of Power.’’“ 

The introduction of machinery resulted in very funda- 
mental and far-reaching changes. Powerful and , costly 
machinery have necessitated the working together of hundreds 
and thousands of workers under one roof. Machinery have 
increased output tremendously and have lowered the cost per 
unit, thus driving the handicrafts out of the field. Big 
^/actories are to be seen everywhere these days. Big factories 
^naturally lead to big towns. A factory is set up at a parti- 
cular place usually because the latter has various industrial 
advantages like the availability of raw materials, labour, 
capital, etc. The establishment of the factory brings . into 
prominence the industrial advantages of that place and other 
industries are also attracted thereto. After some time Jt 
grows into a big industrial centre. Many a silent hamlet has 
thus been converted into busy industrial towns ; and big 
factories and big towns have become the most prominent features 
of. the modern society. ■ 

The introduction of costly machinery and _the’. establish-, 
ment of big factories have created a splits in the society.' 
The society has now been divided into those , who own-, such: 
costly things, .called capitalists ; and those who do not possess 
them and simply work; in the factories for wages, called 
t^abourers. Capitalists and labourers are generally at daggers 
drawn. Labourers feel that it is they who work and produce 
things. But stUl they are given only a few annas daily while 

-We are not only using steam power and eleeWeity bat .also water power 
fat more efficiently than ever before chiefly to generate electricity, Fethap. 
wind power alone is used less than formerly, and we shall doubtless find w.ay 5 to 
store np the force of the wind in the shape of electricity too. VVe are using the 
direct rays of tiie Sun and the force of tides, and proposals have been made to 
use Ibe earth’s internal heat. For' this reason our modern economic stage is 
often called the ’‘age oi power' ...B. G. BtmCnagar. Outlines of Jisownics, 

PP. 36-37. ' 
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very large profits are pocketed by capitalists. As a mattet 
of fact, these profits should be given to them because it is 
their labour which creates them. Capitalists, on the other 
hand, feel that they invest enormous capital in factories and 
it is only natural that they should get substantial re warn 
therefor. This conflict often leads to “strikes” and “lock- 
outs’’,® which are unwelcome interruptions in the otherwise - 
smooth running of the economic mechanism. 

Machinery has enabled men to control Nature and to 
harness her resources for productive purposes. Produclton 
ihertfore, increased enormously. It has been associated with 
a corresponding increase in trade and commerce which have 
become intert ational. Trade is carried on with the help ot 
certain auxiliaries like transport, banking and financial ‘ystems 
all of which have been largely improved. Money, 'economy 
has been replaced by credit economy to give sufficient scope 
for modern economic activities. In the modern industrial 
stage, manufacturing Industries occupy a centred place, trade 
and commerce are considered to be their auxiliaries, while 
agriculture is given a minor position, though the importance 
of agticulture has been increasing since the last Great Wat.^ 


TtST QUhSTIONS 


What !s the relationship between wants, e£foitJ and satisfaction ? 
Elucidate it with reference to the historical evolution since earliest times. 


2. Give o history of the economic activities of ■individuals, carefully 
bringing out their nature and growth. 

3. Wtat do'you mean by the economic organization of society? Give a 
hostorical account of the development of the economic organization of the modem 
society. 


EXAMINATION QUESTIONS 


U, P, Inter. Arts 

V Trace the development of economic life through, the various stages from 
1 earliestto the modem times, giving briefly the characteristics of each stage 


the earliestto the modem times, giving briefly 
of developmenL (1942) 

Rajpntuua Inter. Com. 

Explain why the pastoral stage permits a denser population than the bunting 
stage, but a less den'e population tluin the agricultural stage. ^1945) 


awhen labourers refuse to work, a ‘•strike-’ Is said to have taken place ; 
I nt when factory -owners close down, llte factories and refuse to give woiU to 
tabourers, it is said to be a ‘lockout”. 

•For a detailsd dircunion, see my Eeenimit end Commercial Sstayt. 
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WHY DO WE STUDY ECONOMICS ? 

The investigation of the conditions of wealth by Adam Smith and his 
Buccessois has already lesulted in the tcrooval ''f monstrous declusions which a 
century ago profoundly effected the legislation of every civilised country to the 
inexpressible injury of the commonwealth of nations. 1 he first fruits of FoUlical 
Economy have been worth a million times the intellectual effort that has been 
bestowed upon the subject — JValk'f, 


There ate two possible reasons for the study of a subject. 
It may be studied merely for the sake of the pleasure and 
enlightenment that the study affords ; this object is called 
the ‘light-bearing’ or theoretical object. Or. it may be studied 
with the object -of deriving help in practical affairs' of life ; 
this latter object is called the ‘fruit ; bear ing’ or practical 
object. 

The study of Economics has 1 two-fold importsnee — theo- 
retical as well as practical ; in other words, it affords us pleasure 
as well as helps us in' practical affair’s of life.* It is thus 
better than subjects like Philosophy which are only light- 
bearing. 

§ 1. THEOBETIOAL ADVANTAGES OF ECONOMICS 

The nature of economic study is such that sn^bedy who 
takes to it is immensely beneSt ed in more ways than one. 
Economics has aptly been described by Marshall as “an engine 
for the discovery of concrete truth; ” and its student develops 
all the qualities which are necessary for this discovery. It, 
firstly, develops in the mind of its student logical efficiency and 
faculty of observation. Direct experimentation under laboratory 
conditions not being possible in this branch of knowledge — we 
cannot catch a man and subject him to certain economic 
forces to see what happens— economic laws are arrived at 
either hv proceeding from broad. truths regarding ' human 
behaviour, or by collecting facts through observation. The 
first method, known as deductive metho d, affords us a better 
view of man and matter. The second method, known as 
inductive method, makes us acute observers. 

Again, the data that a student cf Economics has to 
handle are so enormous and of £o varying importance that 
he has to pick out of them the relevant facts and to set 
apart the irrelevant facts. Economics thuf develops the fsculty 
of judging the comparative importanc e of various considera- 
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tions without any mechanical assistance, a quality which is of ^ 
very great value. 

Apart from these qualities which a student of Economics 
acquires, he is also benefited by an increase in the total stock 
of his knowledge, and a clear insight into the complicated 
economic mechanism pf which he constitutes a limb. Econo- 
mics relates to him the detailed story of the consumption of I 
wealth ; how this wealth is produced and what are the factors 
that contribute to increased production ; how exchange takes 
place and what fixes the value or price of any commodity ; 
how wealth is distributed and incomes are earned and why 
is it that some are rich while others are poor. It seeks to show 
him what place he and his companions fill in the economic 
structure of the nation, how the firm by whom they are 
employed functions as a part of the business machine and 
hov/ the industry of which that firm is a member is related 
to other industries, and how does it work in harmony with 
them for a common end.^ A study such as this provokes a 
sense of serious thought on matters of vital importance by 
throwing a flood of light on the different parts of the econo- 
mic system to which, we are all linked. 

' ■ 2.’ ipBAOTlCAL ADYAHTAGES OF ECONOMICS 

Economics is useful not only from the point of view of 
theory but also from the point of view of practice.® Though 
it is still a matter of dispute among economic authorities 
whether Economics can issue rules and regulations for guidance 
in practical life or not, large majority of econonaists definitely 
believes that the practical value of Economics is' supreme. 

The study of Economics is so many-sided and so vast 
that it throws light on a surprisingly large number of practical 
aspects of human life. It affords practical guidance to house- 
holders and businessmen, labourers and capitalists, reformers 
and statesmen alike. Besides being of much practical im- 
portance to individuals, it is of great benefit to the society 
as a whole. - 

UTILITY OF ECONOMICS TO INDIVIDUALS - 
IMlit y to H ons eholders - 

Let iis start from' the house which is the most’ familiar 
place to each and all of us. If we think little carefully, v.’e 

^IThomas, Ejent'nU of E'onon.ics, p. 19. . , 

^Economic Scii-nce is chiefly val able reithcr as so imellectuil ^vinc-istics 
' not even ns aweans of winning troth for iu o«o sake, bat as a hanJtn iid’'of ethics 
and a servant of nractice.' i’lgou, in Memoriapj ; Matsliall MemoriitU of ilfred 
'ACiurthStl,p. 84. • 
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Will find that Economics is of undeniable benefit in the con- 
L Household economy. It suggests to the householder 
the broad principles by following which he can get maximum 
return out of his expenditure. It offers to his consideration 
the Law of Equi-Marginal Utility which directs him to spend 
his money in such a way that the utility of the last unit of 
£ money spent on each of the various Heads may be almost 
^ equal ; for by following this rule, he can derive maximum 
benefit out of his expenditure. Similarly, Economics em- 
phasises the wisdom of keeping proper family budgets which 
show whether expenditure over various items is being done 
prudently or not. For instance, a man may be spending freely 
on intoxicating liquors and drugs or on cinema shows and 
the like, and this expenditure may be so , disproportionately 
large that inadequate amount may be left to take care of 
other important items of expenditure like food, clothing and 
shelter. In such a case the heavy item standing against 
intoxicants or the cinema shows will suggest that life .can be 
made richer and fuller by diverting this expenditure to other 
more important heads. 

Utility to Businessmen 

Let us now pass on from the household to the business 
field and see how Economics is useful to businessmen. In a 
j, narrow sense Economics is the science of which business is 
T the art. Economics is, therefore, important for -the business- 
man just as knowledge of law is important to a lawyer and 
knowledge of medical science to a doctor. The study of 
Economics, moreover, imparts a habit of thought and a 
familiarity with concepts invaluable to the man in big busi- 
ness, who to be successful must have a. deep comprehension 
of principles involving a net work of mutually dependent 
phenomena. The solution of various business problems 
requires a profound knowledge of economic principles. 
Some of the most careful students of Economics have been 
famous business magnates.® 

To give a few examples, the subject of the methods of 
wage payment makes a thorough study of the technique, 
advantages and disadvantages of the various ■ methods in 
' existence and then suggests which method is suited under 
^ which circumstances. This study is of profound significance 
to’ ’ businessmen. Rationalization, scientific managements, 
large scale production, division of labour are other subjects 
of the same nature and their accurate knowledge enables 
businersrhen to avoid pitfalls and follow the best course'. 

Professional men, like doctors, professors and lawyers, - 
also benefit from Economics in various ways. Economics 
solves- their very important problem of devising method for 

aSee Turner, Tninduction If • 
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increasing their income I This can be done. Economics 
teaches them, by increasing efficiency ; and it also states the 
ways and means of increasing the efficiency. . 

UHUty.toXalJoarers 

Even such a simple man as a labourer can profit from 
the study of Economics. Economics tells him the reason why 
he gets a particular amount as wages, neither more nor less : 
and how can that amount be increased. It communicates to 
him the correct picture of his contribution to the economic 
system and if also his wages are proportionate to that contri- 
bution. At the same time it also makes him realize the 
importance of the part the entrepreneur plays in’ economic 
life Thus, while it encourages him to claim his proper 
remuneration, it also leads him to appreciate the position of 
his employer, so that his demands may not be unfair. The 
study of causes, effects and remedies of strikes and lock-outs 
and the history of trade unions are likely to save a country 
from uncalled-for and unreasonable interruptions' in the 
otherwise smooth running of the econo [r»a system. 


Utility to Statesmen 

ITEconomics is useful to ordinary labourers, it is no less 
beneficial to statesmen. It apprises the practical politician 
of the current economic problems and also suggests their 
correct solutions. Politicians make them the political issues 
of the day, the staples of their activity. There is, however, 
one distinct field of Economics, called Public Finance, where 
the debt due by the statesmen to Economics is undeniably 
heavy. Economics teaches the statesmen the ways and means 
of running the finances of the Government, and the methods 
of solving the financial problems as and when they arise, the 
problems which rank supreme in the modern days of increasing 
State expenditure. ' , 

Utility to Social Belormers 


Social reformer is the first cousin to the practical 
statesman and’ joins him in his indebtedness to Economics. 
Social reformers have one main aim, viz., to increase the 
welfare of society. Economics which studies how social welfare 
can be increased through material means, is as such of 
great help to them. Many of the Economic issues can be 
solved, to a fair degree, by social reform movement. Such 
issues take the form of social problems and fittingly occupy 
the* attention of social reformers. For instance, India is facing 
today the problem of over-population. If social reformers 
start a movement in favour of the reduction of population 
through the exercise of self-control and the use of contracep- 
tives and birth control devices, much good can be done On 
many social problems, as for example, caste system, ' joint 
family system, and female and infantile mortality, Economics 
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has much to say arid recommend. Social reformers accept the 
findings of Economics in such cases and base their actions op 
them. ' • ‘ 

> ' . 

UTILITY OF ECONOMICS TO SOCIETY 

< Economics also contributes to the welfare of the society 
' as a whole, just as it augments the welfare of its each member- 

Individuals are members of the society, and their actions 
affect the society, favourably or adversely. Eonomics care- 
fully studies these individual actions which are injurious to 
the society as a whole and recommends the methods of their 
prevention. The problem of luxury is an example of this 
nature. Similar is the case with drinking. If a man is a 
habitual drunkard, ha not only spoils his own moral and 
reduces his own efficiency, but he also passes on this evil to 
others. Economics by its salutary recommendations for 
preventing this injut^us habit, does immense good to the 
society. ‘ 

There are, then, certain economic issues whicb are of^ 
direct interest to the society. The problems of free trade vs, 
protection, incidence of taxation, gold exports, the develop- 
ment of cottage Industries and the like, affect the society as a' 
(Whole. Economics carefully studies these problems in the light, 
^of social welfare and gives its unbiased opinion. Since the 
most notable trend of modern politics has become the suppres- 
sion of the Individual by the State, this being the key-note of ' 
Socialism, Fascism and Planned Capitalistic Economy, socio- 
economic problems are fast increasing in number and urgency. 

There arc, indeed, 5ome very important social problems 
to which Economics has to address itself. Of all such problems, 
the problem of poverty is the most stupendous and the most 
weiehty. “The conditions which surround extreme poverty, 
especially ^ in , densely ct.owded places, tend , to deaden the 
higher faculties. Those who have been called the Residuum 
of our large towns have little opportunity for friendship ; they 
know nothing of the decencies and the quiet, and very little 
even of the unity of family life ; and religion often fails to 
reach them. ..And in addition to the Residuum, there are vast 
bmurabers of people both in town and country who are brought 
up with insufficient food, clothing? and house-room, whose 
education is broken off early in order that they may go to 
work for wages ; who thenceforth are engaged during long 
hours in exhausting toil with imperfectly nourished bodies, 
and have, therefore, no chance of developing j their higher) 

mental faculties .Their poverty is a great and almost un- 

mixed evil to them. Even when they ate well, their wearinfe:.s ' 
often amounts to pain, while their , pleasures are jfew,^; and 
when sickness comes, the suffering caused by poverty incrc.asej 
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tenfold.”^ It is broadly true that ‘the destruction of the poor 
is their poverty’. Economics by studying the causes of poverty 
and suggesting methods of their removal, does real service to 
a large part of mankind. 

' r ' 

§ 3. IMPOBTANOE OF THE STUDY OF ECONOMICS IN INDIA 

To us in India, the study of Economics is pregnant with | 
great possibilities. Ours is a poor country ; the income pet 
head of our people is among the lowest in the world. But 
our productive resources are immense ; they can make us 
several times richer than what we are today. Why should, 
then, we be so poor ? This fundamental problem belongs to 
the domain of Economics and it is for our economists to find 
out the ways and means of making the country prosperous 
and well-to-do. 

The problem of Indian poverty is a wide and important 
issue. There are several other problems of economic character 
which await analysis and solution. Should we have a free 
trade policy or a protectionist programme 1 Should we revive 
cottage industries ; and if so, to what extent ? Should we 
export our gold ? Should we enforce the prohibition policy 7 
Should we allow foreign capitalists to start factories in this 
country 7 These are only a few of the .long list of vital pro- \ 
blems of India, which require a comprehensive, up-to-date ' 
and sound knowledge of ecoonmic principles and practices for 
their solution. 


TEST QUESTIONS 


1 . 

-v/2. 



‘What ate the thcbretical adrasUges of the study of Economics ? 

Is Economies a frait*bearing science ? Show how. 

What IS the impoitaocc of the study of Economics in India ? Discuss 

Is a study of Economics useful to a bnslDessman ? If so, how ? 


EXAMINATION QUESTIONS 

O. P. Inter. Arts 

Wh»t is Economics ? How far is the study of Economics helpfnl in 
practical bfc ? (1932, 1939) 

U. P. Inter. Com. 

t t. *Sindy of Economics is a suitable preparation for a business career. 
Eiptain.(U. I’.,Com., 1945) 

2. ...Ibsccts tbe Value of the Icuowled^ of Economics for a businessman. 
(U. P. Com., 3943) 

3. Discuss the value of Econondcs as a preparation fox a bnsloeis career. 
(U. l\ Com,, 1937) 


4 Marshall, /Yiftdfln tf Sttntttia, pp. 
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R«ipoteiia tntar.' Arte 

*^1, Discuss the subject-matter of Economics, and write a note on the 
importance of the study of Economics with special reference to Indian conditions, 
(Raj., 1943) . , 


Raiputana Inter. Com. 

Discuss the subject-matter and' scope of Economics, How far is 
Economics useful in the solution of practical problems ? Give Indian examples, 
(1940) ■ 

• Other Examination Questions 

l. Discuss briefly the importance and pnaclical utility of the' study of 
Economics. How can you justify the study of Economics ? (Punjab. 1933) ' ‘ 


2. What is Economics ? Why have you taken up the study of this subject. 
(Delhi Inter. Arts, 1939) , 

3. Explain the nature of Economic Laws, and. show how ‘*Economic.s does 
not give us conclusions directly applicable to policy." (Bombay litter. Com , 1939) 

' What is the practical value of the study of Economics 7 Do you consi- 

der that Economics should be one of the compulsory .subjects for a University- 
course of study in India ? (Andhra, Inter. Arts, 1944) 



CHAPTER 9 


SOME BASIC TERMS 

In common use almost every word has many shades of meaning, and there- 
fore needs to be interpreted by the context. And, as Bagehot has pointed out, 
c\ en the most formal writers on economic science ate compelled to follow this 
course ; for otherwise they woold not have enough words at their dbpotal — 
Marshall 


Every branch of study bas some basic terms "which are 
used in certain definite senses and which require explanation. 
Economics also has its basic terms They will be defined 
and explained in their appropriate places. Here we shall 
explain the following five terms only : Utility, Value, Price, 
Goods and Wealth. 

§ 1. UTILITY, VALUE AND PRICE 


UtllilF 

If we look to our belongings, we will find that all the 
things we possess satisfy some want or the other. If they 
did not have this attribute, we will not care to possess them. 
The capacity of a commodity to satisfy human want or wants, 
is itnown as fts uUhty. Pencils and cigarettes, books and 
newspapers, intoxicating liquors and drugs, charas and bhang, 
chairs and tables, all satisfy human wants and have utility. 

Sometimes the above statement arouses a question from 
the reader : How can such useless and harmful things as 
intoxicating liquors and drugs, bhang and cigarettes, have 
any utility ? The objection is the result of a confusion be- 
tween utility and usefulness. Utility has nothing to do with 
usefulness or otherwise. Utility is simply the capacity of 
a commodity to satisfy some human want, good or bad. The 
satisfaction of that want may produce good result or cause 
injury ; that is not a material point at alL An intoxicant 
satisfies a harmful want ; whOe a medicine satisfies a useful 
want. But since each of them does satisfy some human 
want, it possesses utility. An atrticle "may give pleasure or 
it may prevent pain ; it may satisfy hunger or thirst or merely 
man’s desire to have nleasing ardcles around him in his home ; 
it may make its possessor neat and clean or it may render 
him drunk or helpless. So long as it ministers to some desire 
of mind or body, it possesses utility in the economic sense, 
■UhouBh the object of desire may be pernicious in its effect 
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on the possessor or on others, or detrimental to the community 
generally.”^ 

Utility, then, is the ivant-satisfying power of an article ; 
and whether the utility of an article is great or small, depends 
upon the greater or less urgency of the want it satisfies. 
Suppose a man crossing a desert is very thirsty, so much so 
that unless he gets a cup of water he would die. The intensity 
of his want for water in this case is very great, and therefore the 
utility of water is \cortespondingly considerable. But suppose, 
our friend, ' the traveller, is not in a desert but is in his own 
comfortable house and is feeling slightly thirsty ; his want, for 
water is not urgent in this case and, therefore, its utility to 
him will be little. This example also illustrates the fact that 
the utility of an article is variable and not fixed. 

Utility, it should be remembered, is not inherent in a 
commodity. It is, on the other hand, the relationship 
existing between the consumer ani the commodity. In 
the above ' example water remains the same in both the places, 
the desert and the house ; but its utility is great in the one 
case and very small in the other. Why 1 Because the relation- 
ship between the consumer and the water is different in the 
two cases. Again take the case of sand. When lying in a 
desert, it has no utility ; but when brought to the plains to 
beJ used in the constructions of buildings, it comes to possess 
utility. The inherent charatetistics and composition of sand 
do not change ; but still it does or does not have utility accord- 
ing to external circumstances. It follows, therefore, that utility 
does not depend upon the internal characteristics of an article 
but on the external circumstances— the relation between the 
consumer and the article in question. 

Valne 

Value is the power of a commodity to command other 
commodities in its exchange,^ Briefly, value is power of ex- 
change, You can exchange a rupee coin for pens or pencils 
or fruits ; and all these can be exchanged for money. They 
all possess value. But sun’s rays cannot be exchanged for 
anything since they are plentiful and free. As such ; they 
do not have any value. 

Value of an article is measured by the articles which 
can be had in exchange for It. For instance, if one tola of 
gold exchanges for 50 tolas of silver, gold is 50 times as 
valuable as silver, or the value of silver is l/50th of that of 

‘S. E. Thomas, EUments of Economics, 

-Value of a thing simply means the quantity of some other thing for which 
it is exchanged. Thus value is a rel-ative term, and implies that one thing is 
compared to another ; if there were only one thing in the world, the idea of value 
could not exist because no exchange could he possible.— htorcland O/-C 1 V., 
pp. i5-t6 , 
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gold. Value exprcfses tlic relatlon*hlp between two commodi- 
ties, and depends, like utility, upon externa! circumstances. 
Tlie value of an article is not determined by Its intrinsic 
characteristics. 

An article possessing utility may or may not possess 
value. For instance, sun's rays, moon-shine and rain water 
possess immense utility but they arc so abundant and free 
that nobody has to pay .anything for them. As such, they 
have no value. But no article can have value unless it has 
utility ; for nobody will like to pay anything in exchange for 
a ' commodity which cannot satisfy any of his wants and Is, 
therefore, absolutely useless.'* 

Price 

We have defined value ns the capacity of n commodity to 
command other commodities in its exchange. The practice of 
exchanging one article for another article is known as barttr, 
which has now become almost a thing of the'^pnst. Today most 
of the articles are exchanged for money. The amount of money 
for wliicli tin article exchanges is hnoum as its price. In other 
words, value expressed in terms of money is known as price. 
As Moreland observed, ^‘Pricc is simply a short way of express- , 
ing the value of a thing in terras of money : to say ‘the price 
of ghee is one seer per rupee,’ is precisely the same os to say 
‘the value of one seer of ghee is one rupee.’"* 

§ 2. GO IDS 

Seaning 

If you just look around you, you will find yourself sur- 
rounded with a large number of things which satisfy your some 
desire or the other. The chair on which you sit, the table on 
which you keep your books, the shoes that you wear, the 
cigarette that you smoko and indeed even ' the sunshine, 

* a’d ynlut-in-ixciauge, Soane economists nic the Word ‘vijae’ 

in a slighlty difierent sense. According to them s alue is divisible into (l) vdtie- 
in-tisc and ( 2 ) value-in-cscbangc. Valuc-in-usc is s»ld to convey the same sense 
which ntilily does ; in other words, it means the capacity of a commodity to 
satisfy s'bme human want Value-in-cxchangc, On the other hanf, is said to convey 
the sense which the term value does in the n'-jve classification ; in other words, 
it means the capacity of a commodity to command other commodifies in its 
eiccliange. 

The use of the tetm aaluc-in-n'c and value in-excliange has been largely 
given up by modern economists. They use the terms tiMily and value respectively, 
instead. Students should, therefore, remember that when the word value is used 
without any addition to it, it signifies value-in-exthange, 

“The word value;' .^dam Smith wrote, “hos two different meanings, and 
sometimes expresses the utility of some particular object and sometimes the power 
of purchasing other goods which the possession of that object conseys’*. Hut 
says Marshall, experience has shown that it is not well to use the word in the 
former sense. See Marshall, Eeonont'et of Industry, p. 39, 

'Moreland, Of. Cit„ p. 16, 
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beautiful scenes, and pleasant evenings that you enjoy— all 
satisfy needs or desices. All these things, material or non- 
material which satisfy the desires of human beings are called 
'Goods’ 

In everyday life, the term goods is used in the sense of 
material possess: ons of a man But the word is also sometimes 
used in a broader sense as when we say it is a great good to a 
man to be able to find recreation in reading or music after 
his day’s hard work is done. It is in this latter, the broader 
sense, that economists use the term goods. 

Marshall defines goods all those things that satisfy 
human wants, In other words, anything possessing utility is 
a ‘good.’ Goods include not only material and tangible things 
like books, pencils, food and buildings ; but also nonraaterial 
and intangible things like love, affection and friendship.® 

“Goods,” therefore, is a wide term. Their essential 
nature can be made clearer by studying their various classes. 
Goods can be classified, 0) according to their material or 
non-material nature, («) according to their transferability or 
non-transferability and (tii) according to their being free or 
appropriated, 

‘ Material and Non-Haterlal Goods 

Goods may be material or hon-material (t. e. personal), 

- Materiol goods consist of useful material things and of all 
rights to hold otjuse, orlderive benefits from material things. 
They include physical gifts of Nature, land , and water, air 
and climate ; the products of agriculture, mining, fishing 
and manufacture ; buildings, machinery and implement ; 
mortgages and other bonds ; shares in companies, patent 
rights and copyrights. Material goods are all external and 
can be transferred from person to person. i 

Non^material or personal goods are those intangible goods 
which' have reference to a particular person. They may be 
(j) internal or (ii) external. Personal qualities and faculties 
of a man such as business ability, professional skill or the 
faculty of deriving recreation from reading and music, all 
these lie within himself and ate called internal. The second 
class of non-material goods ate called external because they 
consist of relation beneficial to him with other people. The 
' chief instances of such relations beneficial to their owner are 
to be found in the goodwill and business connection of traders 
and professional men.® i 

6Prof. Pieison ob«etves •'whether vie can regard thii«i» as representing 
goods for ns or not depends not only upon their own qualities, bnt also upon 
the extent of onr knowledge, the stage of civilisation to which we have attained, 
the climate in which we live, onr trades or occupations, the peculiarities (of out 
tastes and even upon our age or the ages of those for whom we have to provide," 

— Pierson CrV., p. 4 7» , ‘ 

OManhall, /Yiiwi/la tj Semmici, pp. 54-5$ r 
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Translerable and Non-transferable Goods 

Another point of view from which goods can be classified 
is their transferable or non-transfcrable character. Transfer- 
able goods ate those goods whose ownership can be transfetted 
or changed. Books, pencils, buildings, good-will and the 
numerous other commodities of trade can be sold and belong 
to this class. Transferable things are not necessarily transport- 
able ; for instance, a house is transferable but not transport- ' 
able. There are, however, certain desirable things which . 
Cannot be so transferred. Among the non-transferable goods 
are to be included a person’s' qualities and faculties for action 
and enjoyment (f. e., his internal goods) : also such art of 
business connections as depends upon personal trust in him 
and cannot be transferred ; also the advantages of climate, 
light, air, etc. , 

Harshall's ClassUlcatlon ol Goods 

The classification of goods from the point of view of 
material and non-material nature and their 'transferable and 
non-transferable character may be conveniently combined* 
into one. Marshall has given the following classification from 
this point of view : 


GOODS 

1 


Non^material or 
(Peisonftl) 


;r 


Internal 


Non-lransfer- 


71 

External 
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Material or 
(impeisonal) 

. ' i- 

External 


■I 




, Non-transfer- 

able (iVlU of a Non-tramfer* Transferable* nble -(sunsbine) 
musician) (1) ^ble fBusi- (Goodwill) (3) (4)'' 

' ^ ness connec- • , ' 


" 1 . 


Tratrsferahle 
\(pencil boolrs) 
15). 


- . , • tions due to - - . 

, ■ personal tela- , ■ ’ - ‘ ' 

tions) (2) .. ■ ' 

fit ' should be ' noted that material goods are always 
external ; internal personal goods are ;absojutely non-trans- 
ferable.) ‘ . 


- } f ‘J ^ / 

Consumption and Production Goods ' , 

Goods which are consumed for the direct satisfaction of 
human wants are called consumption goods. The food we eat 
and the clothes we, wear, the books we read and the house we 
live in, ate all consumption goods. The goods which are used 
for further production of wealth are , known as production, 
goods. They produce things which may be used for consump- 
tion later; thus they satisfy .human wants indirectly The 
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seeds sown in tlie field and' the raw materials usfcd in a factory 
are the examples of production goods.'^ • 

Free (or Unappropriated) and Economic (or Appropriated) Goods 
Some goods are so plentiful that they can be obtained 
without any payment ; that is, they are free. Water, sunshine, 
air and best are some of the examples. Free goods are nor 
the result of human effort or sacrifice. Nature provides them 
in plenty for the use of human beings. That is why they are 
also called ‘gratuitous goods’ or ‘Natural goods’. Free goods 
are unappropriated in the sense that they are not the private 
property of (or they do not belong to) any particular indivi- 
dual or individuals. Such goods have utility but not value. 

There are, however, other goods which are limited in 
supply and which can be obtained only on payment, Boolcs, 
pencils, houses, clothes and cycles are all economic goods. 
All the goods that are bought and sold come under this class. 
They are the results of human effort or sacrifice and are not 
the free gifts of Nature. Economic goods are ■ appropriated 
goods in the sense that they belong to particular individuals. 
Such goods possess not only utility but also value. Economics is 
concerned with economic goods and not with free goods. 

The land In its original state was a free gift of Nature. 
But in old and thickly populated countries of todav, it has 
ceased to be a free good. Wood is still free in some Brazilian 
'’forests. The fish of the sea are generally free but some sea 
fisheries are jealously guarded for the exclusive use of the 
members of a particular nation. But wheat' grown on free 
land and fish that have been acquired from free fisheries are 
not free, for they have been acquired by ' labour and arc con- 
sequently sold for money. 

§ 3. WEALTH 

Heanlng 

ll^eolth mail be briefly defined -as consisting of all the goods 
that have value.^ Since such goods are known as economic 
goods ‘wealth’ and ‘economic goods’ have the same meaning. 
All the commodities which are bought and sold are wealth ; 
those articles which are not bought and sold are definitely 
excluded from the category of wealth though they might 
^ possess immense utility. Air, light and heat have considerable 
"’^‘utility ; but since they have no value and are not bought and 

"Goods waj bo divided into (t) those which ate wanted fot themselves and 
50 jield utiiitv dittctly and (a) those which are not wanted for them elves anj so 
yield n'llily only Indbectlj , Of the first class ate clothes, farniturc, food, and so 
forth. Of the ietond class are tnachiocs, factories and all instramenta! goods as 
they may be cal rd The goods of the second class (indirect g^ods) derive their 
nlility from ihc nulk> of the goods) of the fir^t class jdirect goods) whicn they aid 
us in proenting— Chapman, hlemtnls of E ono-mes, p. 5 

*lf an nilicle possesses only' utility, it is called a good, if n also possesses 
value, it is talltd econontc gitod or wealth. 

"Vs 
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sold, they are not wealth.® Wealth consists of all those articles 
which ate exchangeable. ■ . . , 

Characteristics ol wealth 

An article can have value and be called wealth only if it 
possesses three principal attributes, namely, utility, appropria> 
biiity. and scarcity, 

; . (1) Ulility. An article can have value only if it is 
capable of satisfying some human want, i. c., if it has utility, 
If a commodity cannot satisfy any want whatsoever of an 
individual, he will not care to spend money for acquiring it, 
In other words, it will have no value. Without utility, no 
article can become wealth. 

(2) Appropriability or Transferability. In order to be clas- 
sed as wealth an article must be appropriable, that is, it must 
be capable of being made the property of somebody. That 
nobody will spend money or do some sacrifice for the acqui- 
sition of an object which he cannot call his own, -is simple 
commonsense. Appropriability, as such, is an essential attribute 
of wealth. It implies transferability. Only transferable goods 
can' have value and can become wealth. No man will care tc 
pay a price for the moon, sun and stars since they carmot b« 
transferred to him. Things like air and sunshine possess great 
utility and yet are not counted as wealth. They fail in the 
second point of definition, they ate supplied freely by nature 
to each and all, and are not capable of being appropriated and 
exchanged.* 

(3) Scarcity. No article can have value unless it is limited 
in supply, i.e., it is scarce. Scarcity signifies the excess of 
demarid over supply. If a thing is so plentiful that its supply 
exceeds the demand for it, it can be obtained without any pay- 
ment . it will have no value and will not be classed as wealth 

To sum up an article can have value ordyifU has utility, is 
scarce and can be appropriated. Since wealth consists of those 
goods which have mlue, utility, scarcity , and appropriability may 
well be called attributes of iwealth.^° ^ ’ 

Mursh&U’s Conception of Wealth 

According to Marshall, wealth consists of two classes of 
goods 5 , • 

^The tenn ‘wealih’ Js made to mean different thinE* bv dlffen..,, , . 

Toi an intetesUng account. See J. K. Mehta, Greundw^ - 

■•HaU, E.leTn€jtis oj PoHticoX JSccno^ri^^ g. 

that pait of wealth 

flow itom capital. “The capital of an Sndiridual or a •“ 

of weaUh in eiisteoce or a particular moment. The 

a commnnity is an amount of wealth obtMned dun^g a. .tndrvi^ or 

IS being Comtandy conveiUd into income and incomT^fn ^ penod. Capital 
under all times and conditions’ is as a 

pioperiy itieasuied as a rale. , Capital is a static ® income is more 

income I» • (fyoamic conception loTolring time elemcnf - 
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(1) ' Those material goods to which a person has private 
rights of property and which are, therefore, transferable and 
exchangeable. These it will be remembered, will include not 
only such things as land and houses, furniture and machinery, 
but also shares in companies, debentures, etc. 

(2) Those immaterial goods which' belong to him, are 
external to him and serve directly as the means of enabling 
him to acquire material goods. Thus it excludes all personal 
qualities and faculties, even those which enable him to earn 
his living ; because they are internal. Wealth is thus used 
in the sense of economic goods. 

If you turn to the chart given on page 64 above, you 
will find that only third and fifth classes of goods come 'under 
wealth. 

Baskin’s View 

Ruskin was a valiant critic of the material nature of 
Economics as was the case in his times. The material defini-’^ 
tion of wealth, namely, that it consists of all the desirable 
things that have value, did not agree with him. According 
to him, “There is no wealth but life Life including all its 
powers of love of joy and admiration.” Happiness, capacity 
to love and ability to admire things of art, were, in his opinion | 
real wealth. I 

Let US' examine Ruskin’s contention. The qualities 
mentioned by him are certainly desirable j hence they are 
goods. But since they have no value though they have a 
high degree of utility, they cannot be regarded as economic 
goods or wealth. As such the use of the word wealth in the 
above quotation is wrong. 

What Ruskin really meant was that economists should 
change their definition of wealth so as to include in it the 
qualities mentioned by him. But we cannot do this since 
these qualities cannot be measured by the measuring rod of 
economists, namely, money ; and what cannot be thus measur- 
cd, has per force, to be excluded from our scope. 

However, the nature of Economics has much changed 
since Ruskin wrote. Welfare, normative concepts, ethical 
problems and other like topics are now discussed by economists. 
Had Ruskin been alive today, he would not have probably 
made this criticism, at laist not so bitterly. 

Classification o! Wealth 

Wealth may be classified into, (i) personal wealth, (it) 
collective wealth, (Hi) national wealth and (tV) international 
wealth. 

(i) Personal or Private Wealth, Personal wealth is the 
wealth which belongs to a certain person. The above concep- 
tion of wealth as given by Marshall is that of personal 
wealth, it includes those economic goods which belong to him 
and which he can sell. Associations of persons, companies and 
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clubs, etc., are usually counted as individuals and the wealth 
belonging to them as personal wealth.'^ 

' . Collective or Communal Wealth. The wealth owned 
by Municipal Boards or Provincial and Central Governments 
is known as collective or communal or social wealth Public 
libraries, public parks, road and harbours arc good examples of 
collective wealth. Municipal and Government bodies represent 
the community and the wealth owned by them may be regarded 
as wealth collectively owned by the citizens ; hence the name 
Coi}i 7 nu«al or Collective weaUh. 

(»«) National Wialth. The term national wealth is still 
wider and includes the following items : — 

(1) Personal Wealth of all the members of the nation. 

(2) Collective wealth of the nation. 

13) NaluTfl} odaaTitages possessed by a country, e.g., climate, 
geographical position and mineral resources ; and 

(4) Non-material elements like characteristics of the 
members of the nation, and good will and reputa- 
tion of the country. 

Students may raise an objection : How can natural advan- 
tages and non-material elements (in 3 and 4 above} be regard- 
ed as wealth, since they cannot be bought and sold ? This' 
objection is plausible, but it is met by suggesting that the term 
wealth is used here in a broad sense. 

(tv) Cosmopolitan or International Wealth. Cosmopolitan 
wealth includes the wealth belonging to all the nations of the 
world plus the wealth shared by all of them in common, as 
for example, oceans, scientific knowledge, mechanical inven- 
tions etc. 

The following diagram illustrates the above classification 
of wealth : 



(Note : National wealth includes individual wealth and 
collective wealth.) 


tiTte debts which an individual owes to others may be reearded as hU 
wbtracted from his cross possessiiis to arrive 
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Is Personal Skill Wealth 7 ’ 

Personal skill should or should not be considered as 
wealth, is a question which very often ■ confuses students. Let 
us take the case of a surgeon’s skill and decide whether it 
should be counted as the wealth of the surgeon or not. Now. 
this skill is not transfera6/e, although the service which it can 
■^fender is, of course, transferable. Hence this personal skill is 
''not wealth, though the serv'ice it gives rise tp is wealth. . Every- 
body attaches greatValue to sunshine ; but still sunshine does 
not possess value in an economic sense— it cannot be bought 
and sold, and consequently it is not called wealth. The same 
reasoning applies to personal skill. 

* But the surgeon himself attaches high value, to it, and 
may, in fact, guard against its loss by insuring his hands or 
eye-sight. Such skill is, therefore, regarded by some econo- 
mists as personal wealth. But strictly speaking this reasoning 
is fallacious. ^ 

Similar reasoning applies to the skill of an engineer, 
the melodious voice of a songstress, the strength 'of a virestler 
' and the nimble fingers of an embroidery worker.^ 

. , , I • . , 

TEST QUESTIONS- 

1. « What do you mean by Utility ? Discuss fully. 

2. DeSne value and price, Distingoisb between value-in-uie and valne-in- 
exchange. 

3. What do you mean by goods ? What it the meaning of ‘economic goods’ r 
Give Maishall’s classification of goods. 

4. Give the vaiious classes of goods. 

5. What do yon mean by wealth. What ate its characteristics ? 

6. Give a classification of wealth. 

y. Ate slaves wealth ? Will the abolition of slavery prevalent in a country 
diminish wealth 7 

8. Most goods after being sold to consumers can be resold only at a lower 
price i they ate "second hand." Docs the fall in selling value indicate a decline 
in the wealth of the community I 

^ EXAMINATION QUESTIONS 

U. P. Inter. Arts 

I. Distinguish between individual and social wealth and state what do you 
mean by ‘economic goods’. (U, P., ipzS) 


«‘*The term ’Personal wealth’ has been applied to distinguish this but although 
clearly a point to be noted, yet the use of the word wealth without an adjective 
to qualify it is generally held to include only those things external to the individual 
and to exclude his personal energies and abilities.” Hall, Elemetttt ef PtUticai 
Ecenomy. 
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Rajpabuta Inter. Arti 

1. Define wealth. Discn* whether or not the following come under your 
definition : (a) natural resources of a country, (i) sunshine, (c) a musical voice, (<0 
B. A. degree, (r) copyright. Give reasons, (Rajputana, 1938) 

2 , Explain clearly the raean'ng which is aftacbed to the word ‘Wealtb’ in 
Economics. If you were ashed to calculate the wealth of India, what items 
would you lake into account in your computation ? (Rajputana, 1931) 

Raipntana I. Com. Exam. 

t. Dffine wealth, and fully explain the notion of wealth as it is understood 
in Economics. (1941 .) 

Other Examination Qnestions 

1. Define wealth and attempt its classification from different points of view. 
(Pnnjab, 1930) 

2. “There is no wealth but life. Life Including all its powers of love of joy 
and of admiration.’ — Raskin. 

Do you agree with Raskin’s definition of Wealth ? Distinguish between 
Wealth, Capital and Income. (Delhi, 1933) 

3. “Utility and scarcity, and these alone are necessary to give things value.’’ 
Comment on this statement (Delhi, 1929) 

4 Are the following wealth : — 

' (ii) Good health. 

(i) A picture which nobody appreciates, 

(c) The services of a doctor who fails to cure the patient ? 

Give rcasotrs for yoar answer in each case. (Bombay Csm., 1939) 
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CONSUMPTION 

The chief interest of Political Economy to the ordinary readers, 
its chief value to the student of history, must be in the 
explanation it affords of the advance of the decline 
in the productive power of nations and com- 
munities I and it is only in the consumption 
of wealth that we find the reasons for 
the rise of some and the fall of 
others, from a^c to age. 

> 

— F. A. Walker 


[CHAPTERS: JO. Meanivg and Importance of Consutnp^ 
tien. 11. Wants. 11. Classification of Wants. J3, The Law 
of Diminishing Utility. 24. Marginal and Total Utility. IS. 
The Law of Equumarginal Utility.' 16. Consumer’s Surplus. 
17. The Standard of Living. 18. Family Budgets. 19. Prac- 
tical Work on Family Budgets, 20. Income, Spending and 
Saving. 22. Social Aspect of Spending. 22. Luxuries and 
Waste-I 


CHAPTER 10 


MEANING AND IMPORTANCE OF CONSUMPTION 

The consumption of wealth is, in its only important form, a phenomenon 
which cannot be separated from the production of y>as\ih,—Ckerbuliez 

§ 1. MEANING OF CONSUMPTION 

Human beings feel numerous wants which press for 
satisfaction with varying intensity. Some wants are primary 
and, therefore, very urgent, like the want for food, clothes 
and shelter while there are other wants which ate’ not so 
urgent, as for example the want for joy-rides and costly 
dresses. Whatever the nature of wants, they come up for 
satisfaction, sooner or later. Men satisfy these wants by the 
"^^se of wealth. When they are hungry, they appease their 
-'hunger by taking food ; when thirsty, they quenth their thirst 
by drinking water or orange syrup. The application of wealth for'' 
the direct satisfaction of wants is known as consumption. 

Wealth, it may be emphasised, may be applied for the 
satisfaction of wants directly or indirectly. If you are thirsty 
and drink c glass of water, or if you are hungry and take a 
few biscuits, you satisfy your wants directly ; the application 
of wealth in these cases will be called consumption. But when 
you sow seeds in the field and burn coal in the factory, wealth 
is used for the satisfaction of wants only ultimately ; imme- 
diately it is applied for the production of agricultural stuffs 
and manufactured articles. In such cases, then, the commo- 
dities used lead up to the satisfaction of wants only wdireclly. 
Such indirect use of wealth for the satisfaction of wants 
is known as production and not consumption, 

A pertinent question may be asked at this stage; What 
happens of an article when it is consumed ? When you eat 
a biscuit, what happens of it ? A layman may probably say 
that it is destroyed. * But scientists tell us thac matter is 
indestructible ; hence the above answer is not correct. When 
we cat a biscuit, it is not destroyed but is simply converted 
into blood and foreign matter — it is disarranged and loses 
its utility as a biscuit. It is the utility of the biscuit which is 
destroyed and not the biscuit itself. We can, therefore, Hefine 
consumption as the destruction of utilities far the direct sati'^ac-' 
tion of human wants. (The reader must not make the wrohg 
statement that consumption means the destruction of matter ; 
it refers to the destruction of utility.) 

XO 
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\ — Marsliall regards consumption as negative produefion. 
Just as the production of material products,' says Te, is really 
nothing more than a rearrangement of matter which gives it 
Utilities ; so the consumption of them is nothing mote 
than a aisarrangement of matter, which lessens or destroys its 
utilities.^ 

From the above definition it is clear that the scope of 

the term consumption” is fairly wide. The actual eating of 

a thing 18, ot course, consumption ; but the wearing of clothes, 

the riding of a horse, the reading of books, the writing on a 

piece of paper, the ringing of a bell, are also acts of consump- 

ion, since utility is destroyed or lessened in each of these 

when a man is said to consume things 

fhem for his use, while, 

r* by those numerous gradual 

Pictures and curtains 

?ven wirhm.r or effluxion of time, 

even without being touched by their consumers. 

Other Meanings oI the Term 'Consnmptlon’ ' 

veys Teveml'sensM'^'V'^^*'''^ ^ word of daily usage and con- 

SiS i, ;om=- 

wider sense ® eating ; and at others, in the 

cines consumr,Hr,r, Again, in the science of medi- 

S in Sh Slis® f tuberculosis. The 
distinEuishable from used in Economics is easily 

riorin the foregoing conceptions. Consump- 

It also differs fmm nauch wider than mere eating, 

article is ‘destmverl’ ao a basic sense. When an 

sumption’ alwavJ inJnJ k°°*' Want ; while ‘con- 

orX odier satisfaction of some want 

is ‘consumed’ bv cLsrnne ^ ^ ® destruction ; but if it 

want for clothing MSeote^^he^®; ? ^f^al human 

goods’ is onen to i ® expression ‘destruction of 

destroyed, the term° .J^ction inasmuch as matter cannot be 
FinallJ, co'nsumntSn has no such drawback, 

with tuberculosis? ° economic sense has nothing to do 

Consumption as a Division of Economics 

economic sense. Co^MumoHon ®°°sumption in the 

mics, and should be distinBtit<ibf»J ? * department of Econo- 

In the department of ^nnn • act of consumption. 

known as Consumption, we 

matter present In ‘5ie'*^ortd^u\ot'^dimfnished Vs ‘V*y> amount of 

some of it is no longer capable ”f ^frin^ « consnmplJoD, but 

ta 20, ^ S ® paiticulat want,— .JJoiclind, 
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study wants, their origin and satisfaction, the laws governing 
their satisfaction etc. The department of Consumption 
centres round the act of consumption. 

Kinds ol Consumption 

(1) Slow and Quick Consumption. The act of consumption 
may be slow or quick. When you drink a glass of water, the 

fact of consumption comes to a speedy end, and is Quick. But 
'when you purchase aliew shirt, you wear it for months together 
before its utility is completely destroyed. The extraction of 
satisfaction out of a’ shirt iS^diffused over a long time. The 
act of consumption in this case is continued and slow. 

Articles subject to quick consumption are known as 
perishable goods. Water, mangoes, apples, fish and such other 
articles are perishable goods. Their utility is destroyed in 
the very first act of their consumption. The articles subject 
to slow consumptions ace known as durable goods. The house, 
the typewriting ' machine, the book, the electric bulb, are all 
durable goods. They yieid repeated satisfaction. 

(2) Productive and Final Consumption. Some older econo- 
mists divided consumption into productive consumption and 
final consumption. The application of goods for the creation 
of ^ utilities (i."e., for production) is called by them prodwettVe 
consumplion. .Productive consumption in this sense leads to 

Undirect satisfaction of wants. The application of wealth for 
‘the direct satisfaction of wants is called by them final consump^ 
lion, if some bricks are used in the construction of a factory 
meant for producing certain articles, their consumption will 
be called productive consumption. But if they are used m the 
construction of a residential house, their consumption will be 
final consumption. 

Modern economist have, however, given up the use' of 
these two terras. They define the term consumption in the 
sense in which we have defined it, namely, the application 
of wealth for the direct satisfaction of wants. The so-called 
productive consumption, i. e., the application of wealth for 
indirect satisfaction of wants, is, in their opinion, not con- 
sumption at all ; strictly speaking it is production. Con- 
sumption is a term which is now restricted to the so-called 
final consumption.^ ■ , 

§ 2. IMPOKTANOE OF CONSUMPTION ' ' 

GonsompllQB is a Now Sublect 

Consumption as a separate subject was born only a few . 

sThert is also vfTiat Riedel calls '•inimatctial consoroption” as vfhen a 
utility ‘^isappc'tts, eitbet because'ths want itself to which it ministers disippeart 
or because the views have chanscJ as to the means to he employed towards its 
satisfaction. 


nrraoDTjonois to economics 


decades ago. Early economists did not study consumption 
and rarely made it a department of Economics. Ricardo, 
Mill and other old economists centred their attention on 
production which, in their opinion, was the most important 
department of ^onomics, and neglected consumption which 
they thought, was the concern of private individuals.'^ It 
was left to Marshall to detect this mistake of omission on the 
part of his predecessors and to lay emphasis on the importance \ 
and utility of the study of consumption, so much so that it is 
now regarded as the key-note of Economics. 

Earlier economists neglected the study of consumption 
not merely because they did not want to write anything on 
"it but because they could not do so for two very pertinent 
reasons. Firstly, their study of wants and the allied topics 
was not thorough and they could not, therefore, make a full 
study of consumption. Secondly, the relationship between 
the consumption of wealth and welfare was not much apprecia- 
ted in the days gone by, and under such circumstances 
consumption could not come to' the forefront. As time tolled 
on, the scientific study of such psychological phenomena as 
wants nnd satisfaction ripened, and the relationship of welfare 
with consumption became prominent, while the growth of 
hmanitatian spirit led to a comprehensive and penetrating 
inquiry into the causes of welfare. The result was that con- 
sunmption began to be studied. And today it is considered. > 
to be the most important department of Economics. Indeed 
some economists seriously think that consumption has been 
given a disproportionately large importance. 

Importance ot Consamption in Economics 

Consumption now occupies a very important place in 
the science of Economics. It is, in fact, the beginning and end 
of Economics, Human beings undertake economic activities 
merely because they have wants w’hich call for satisfaction. 

It is the existence of wants and need of their satisfaction 
which lead to econonnc>e£forts. Human wants constitute the 
mainspring which sets all the economic forces to work. Con- 
sumption is, as such, the starting point in Economics. Again, 
all economic activities are undergone with one ultimate pur- 
pose, namely, the satisfaction of wants. The production, 
exchange and distribution of wealth have only this one final 
aim. Consumption may, as such, be also considered to be 
the end of Economics. It is that signfiicant point from which 
the circle of economic activities makes a start and ac which 
it reaches completeness. Consumption is, therefore, tightly 

cannot but deem it a subject of ranch regret that the fascination of the 
mathematical treatment of economic questions, and the ambition to malte Political 
Economy an exact science, shonld have ted to the piacUcal excision of the whole 
department of Consumption, — Walker, Piliticat Economy. 
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regarded as the goal of economic activities as well as their 
starting point. 

Again, the national welfare and prosperity are very much 
dependent on the nature of the consumption of the in- 
habitants. Other things remaining the same, the more 
voluminous the consump ion, the greater is the prosperity. But 
the composition of the articles consumed is a very important 
matter. If the articles arc wisely selected and ate healthful, 
the progress of the individuals and the country is certain. 
But in the absence of wise expenditure, no amount of richness 
can bring the real happiness and progress. It is easy to earn 
money than to spend ii properly. The study of consumption 
is, as such, pregnant with great possibilities. 

Prodnctlon vs. Gonsamption ‘ 

Since consumption is the beginning of Economics, it is 
described before production in almost all the modern books 
on Economics. Some old economists gave the first place to 
Production ; because, they said, no consumption is possible 
unless wealth is produced ; and production should, therefore, 
be treated first. But this is a weak argument and can be met 
by a counter-argument that wealth is produced for consump- 
tion and no wealth will be produced if it will not be consumed. 
Hence consumption should be treated , prior to production, 
i The fact remains that consumption is the beginning and end 
^of Economics and should, therefore, have the priority of 
treatment.. 

Practical Advantages ol the Study ol Consampilon 

Consumption is important not only in theory but also 
in practice, which can best be' illustrated by a few examples. 

Its Importance lo Statesmen. Statesmen', who are engaged 
in practical problems, very well realize the importance of' 
consumption. Efficiency in the production, exchange and 
distribution, of wealth will not achieve anything unless the 
consumption of wealth is such that the’ efficiency of labourers 
can be maintained. Again, the statesmen have to see that 
citizens spend their money wisely. Prosperity depends not ' so 
^uch upon opulence as upon its proper use. The proper 
expenditure of money is more difficult than its earning. A 
<^man may produce considerable wealth and may bo very rich ; 
but if he does not.know the proper use of wealth, his ^chness 
IS of no use. Suppose a , man earns Rs. 100 per month and 
spends it very wisely and proportionately on the various heads 
of expenditure ; while there is another man who earns Rs. 200 
per month, but who is addicted to drinking, cinema-going 
and such ocher habits, with the result chac> a. proportionately 
large share of bis. income is spent on harmful objects and very 
little is obviously left to take care of his necessary require- 
ments. On comparing the lives of both these men, wc unmis- 
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takably find that the life of the first man is better than that 
of the second, because the latter does not know the secret of 
wise expenditure. By his habits, a bad consumer may injure 
not only himself but also others since bad habits are very 
infectious. Considerations such ns these have unfailing bear- 
ing on the social life of the State. Governments have now 
become alive to the fact that if they %vant to make their 
subjects happy and flourishing, they must see that their 1 
expenditure is wise. The policy of prohibition of using in- 
toxicating liquors and drugs and the entertainment tax on 
cinema shows and other like actions, have ' this end in 
view. Indeed, one will be half a statesman if he neglects the 
consumption side of the social life of his country. 

Its Importance to Businessmen. The practical utility of 
the study of consumption can be proved by showing its im- 
portance to businessmen who are practical chrpugh and 
through. Businessmen frequently anticipate demand ; they 
have to estimate the extent of future consumption on the 
basis of the present trends of fashion and the past records. 

If their estimate comes out correct, their profits are large. 
But, if unluckily they somehow miscalculate demand and in- 
dulge on “over production”, i. e,, production more than the 
demand, goods do not sell and much loss is incurred. A 
careful study of consumption is, thus, the foundation stone of 
business success. 

Its Importance to Householders. To the householder, in 
particular, the study of consumption is very profitable. This 
study teaches him the principles by following which he can 
achieve maximum benefit out of his expenditure. The know- 
ledge of the law of equi-mrginal utility and of family budgets 
enables him to spend money wisely and to achieve a gain in 
the satisfaction of his wants. 


TEST QUESTIONS 


I. Explain the meaning of consumption as cleaily as posable, 

u What do yoa understand by slow and quick consumption and productive 
and 6nal consumption ? Do modern economists tecogniie the concept of 
“productive consumption” ? Discuss fully. 


j. Is Consumption an old branch of economics ? What is its importance 
in Economics ? 

.j/a. “Consumption is the beginning and end of Ekronomics” Discuss. 

5 . Show the practical importance of the study of consumption 

6. Ate the following acts of consumption : 


to) The flying of a kite ; (b) the looking at a picture ; fc) the eating of a 
mango ; (d) the painting of a landscape ; and (r) the polishing 
of sboes ? ^ 
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EXAMINATION QUESTIONS 


U. P. Board 

l. What esactly do yon msnn by ‘consniDptfon’ ? Wfcat Js the relation 
between cowmmpUon and produetion ? (t A., tpiVt, 19*7.) 

Clearly explain what do you nndentand by the term 'consumption’ and 
give esampifta of the diiietent types of consumption. Contumplion is regarded 
by some ns the goal of economic activity and by others nr a means of restoring 
energy. Which view In your opinion is correct ? Give reasons. (I. A., 1933) 

3. Define clearly the meaning of the term Consumption ns used in Economics. 
What improvement* can you suggest in the mode of consumption of an ordinary 
Indian peasant in your own part of the country, (t. A., 1931) 

Rajputrasa Board 

4. ‘Satisfaction is the end of economic activities.’ Explain this with reference 
to the importance of consumption as a subject of study in Economics (I. A., 1931! 

Other Eramioiog Bodies 

Is it correct to i.ay that ‘production’ means production of matter and 
■consumption means coosumption of matter ? If your answer is in the negative, 
give your own definitions ol production and conruroptlon which you think would 
be correct. tPunjab, I. A., 1919) 

^ “Consumption has W do with spending and not with saving.” Explain 
and show what meaning is attached to the term ConsumjHictt in Economics. 
(Delhi, I. A . 1940) 



CHAPTER 11 


WANTS : THEIR DETERMINATION AND 
CHARACTERISTICS 


Tot »t lc5sl htlf his •‘xpcnclUute an ordinaiy Individual dofis not know what 
he wants and ont of the other half, for at least n half he does not get what he 
wants. It is only by becoming the creature of habit and the victim of mimicry or 
s'imulation that he accomplishes very badly a task which is really more diSicult 
than that of earning hii income.- DMUt 

§ 1. MEANING OF WANT 


Wbal Is a “V/anl’* ? 

"IVant” is a word with which the reader is very well 
famUlat. If he is asked to give the equivalent word for ‘want’, 
it will most ptobahly be ‘desire*. In the ordinary language, 
‘want’ and ‘desire’ are used in the same sense ; but economists 
draw a fine distinction between them. The word ‘desire* is 
used by them in the ordinary sense, namely, a conscious longing 
for a thing. But the term ‘vfant* has special significance. 
Wanlisihat desire which is backed bytha abidty and nillingnessj 
to satisfy tt. Suppose a man desires to have a book ; he also 
possesses the money to purchase it ; while he is willing to 
exchange the money for the book. In such a case, the desire 
. is ejtcaiva and wiU be called a ‘want*. But suppose a poor 
maii has the desire for a motor cor. but he has no money to 
buy it. His desire is obviously sne/fcctjvc, {. e., incapable of 
satisfaction, and cannot be called a waul. .Again, take the 
esse of a mhet who will be g!ad to see his little daughter 
wearing gold ornaments ; he has enough money to purchase 
ornaments j but he may not like to part with money because 
of his greedin.css. In this case again, his desire is irteffective 
and cannot be called a want.^ 

To sum up, there arc three cssttstials of a want : n) a 
desire for an article i {!) the ability to satisfy it ; in other "words 
the possession of th-c means of its sathfaction ; and (3) chc 
wSlilngners to spare the means for the purpose. Wnen a desirf^ 
is breked hy ability and willingness to satisfy it, i: « called 
Vftciisr desire.' or 'uant: In. other words, want is chat effective 
desire, for a particular thing srhich etpresses ittclf in th*- ''fro-x 
or f&erifict necer'a'y to obtain ir.* 


tEsJfPSra e-tiet i» vV> ip.'; V J, T, 3, „ 

1!^ •ri-srl't- It tb« L-s’-e-slsN, J. K- V.aS.'jL 

« /f. ' 
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Importance of Wants in Economics 

The study of. wants is of great importance in Economics.’ 
Wants are the seeds which give rise to the tree of economic 
efforts. It Is the feeling of certain wants that calls forth 
economic activities. That is the reason why production, 
exchange and distribution of wealth take place. When wants 
are satisfied, economic activities come to a natural conclusion. 
Wants,' thus, constitute the point whence economic efforts 
begin and where they come to an end. 

Wants ate also important since they determine the stan- 
dard of living of the people and their productive efficiency. A 
man whose wants are more and better satisfied than thei other 
is more efficient, other things being equal. The number and 
variety of human wants normally satisfied constitute a good 
index of the material prosperity of a country. 

§ 2. WANTS AND EOONOMIO ACTIVITIES 

The Circle of Wants and Activities . - 

Wants and economic activities are very closely related.' 
We have already emphasised that wants, lead to activities. 
Wants are the teal motive force which set the entire economic 
mechanism into motion. The servant works because he has 
wants to satisfy ; the shop-keeper maintains the shop so that he 
may earn money for the satisfaction of his wants ; the lawyer 
argues cases, the teacher teaches students, the clerk works in 
office, the driver drives the car, with the same object, viz., the, 
satisfaction of certain wants which press for satisfaction. ,.If 
men cease to have wants, the entire economic machinery 
will come to a stand-stiU. That wants lead to activities is^a • 
well-established fact which does nor require much deliberation.; 

Just as wants lead to acti- 
vities, similarly 'activities, 
while satisfying the wants 
which cause them, lead to the 
creation of fresh wants. 

In this manner, wants* give 
rise to activities ; the latter 
satisfy ’the old wants but give 
rise to new wants ; the latter 
again lead to new activities ; 
and so on. The circle of in- 
creasing wanys .and increasing 
activities has an indefinite 
course to Tiin; It has a starting 
point but it has no, end. Indeed 
it is this unending phenomenon 
of' .wants leadin': to activities 
and the activities leading' to 
fresh want which has been the. 

I 
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primarv cause of the modern civilisation. For civilization con- 
sists in a multiplicity of w»ntsandthe ability to satisfy thera.. 

Qistorical Illustration 

During their initial abode on this planet men early felt 
certain wants, which, they found, must be satisfied for keeping 
themselves alive. For this purpose they made efforts. Wants 
thus led to activities. 

These activities were meant to harness the forces of 
Nature in the production of wealth, in a primitive sense in 
the earlier days, but in a mote imposing way later on. These 
activities could be carried on efficiently only with certain 
implements of tools. For instance, if men wanted to kill 
animals for food, they required sharp stone weapons or arrows. 

If they wanted to pluck fruits, they sometimes felt the need 
of some missiles .or bamboo poles. They , began to feel the 
want for these- articles which aided them in their economic 
activities. In this way activities, led. to the creation of fresh 
wants. 

There is another sense also in which economic activities 
led to the creation of new wants. , As man obtained control 
over Nature, he could satisfy his old wants in a limited time 
and began to have leisure. To occupy * the latter, he invented 
new wants, which called forth fresh activities. If the leisure 
was spent -in festivities, he felt wants for dainty dishes and 
other "delicious things. If it was spent' inventing improved 
and imposing dress, he required cloth and other articles. Thus 
activities led to the creation of new wants.= ‘ It is at this stage 
that the love of display and distinction springs, up in human 
heart.® ■ ' ' ’ ' . • 

Speaking broadly, therefore, although it is man’s wants 
in the earliest stage of his development that give rise to his 
activities, yet afterwards each new step upwards is to be re- 
garded rather as the developrhent of new activities giving 
rise to new wants than that of ' new wants giving rise to new 
activities.* . , 

This is the way in which - wants and activities act and 
react on one another in a never-ending fashion. And the 
circle of wants and activities, which is the life-blood of cco-'y 
nomic progress, never comes to an end. 


S Senior retnai^, “Strong as is the desire for variety, it is weak compared 
with the desire for distinction : a feeling which If we consider its. universality and 
its constancy, that it affects all men and at all tiroes, that it coroes with ns from ihe 
cradle and never leaves os till we go into the grave, may pronounced to be the 
most powerful of human passions.’' This great baU-tnith, comments Marshall, is 
well illustrated by_ a cotnpaiisott of the desire for choice and various food with that 
for choice and various dress— Marshall, UtmemU of Iniutiry, pp, 56-57 . 

.. -(Msohtll, /£££. , 
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§ 3. DETmilNATION OF WAIHB 


Factors Governing Wants 

The and intensity of human wants depend upon 

several factors, the chief of which ate physical, physiological, 
^ethical, social and habitual or customary. 

j,' {ly Physical Factors. Physical factors determine the 

character and the extent of wants to a considerable degree. 
The people of a cold country like England have to use woollen 
clothes all the year round and al«o to take some intoxicants 
to keep them active, but in a warm country like India, we 
require woollen clothes only during the winter, and light cotton 
clothes during the summer, while into^xlsants are not only 
unnecessary but actually harmful to the constitution, 

(2) Physiological Factors. In order to keep outscives phy- 

sically fit we have to take a diet which may supply all the 
elements like proteins and vitamins which are necessary for 
health and vitality. If a man is chin, milk may probably be 
useful to him ; but it will be injurious to a fat man because it 
will make him fattet' still. , , 

(3) Ethical ‘Factors. The ethical and religious view-point 
lends its colour ro the wants of a person. The nature of 
ethical ideals of a man and the degree of importance he attaches 
“ha them, determine, his' wants to a fairly large degree. 'If 'a 

man believes in the simplicity of life as an important associate 
of spiritual development, his 'wants may be very - few and 
simple. But if, on the other hand, he considers the satisfac- 
tion of a large number of wants as the mark of progress, his 
wants will be numerous and complex. ' ' 

(4) Social Factors. The wants of a person arc determined 
not only by physical, physiological and ethical considerations, 
but also by the stage of general progress of society. The 
society, for instance, has set rules for the disposal, or a dead 

\ body or for the performance of marriage. Members of ,the 
1 society instinctively respect such social rules and, allow their 
wants to be moulded and fashioned by them almost uncon- 
sciously. The offer of pan and smoke to visitors, the burning 
of dead body among the Hindus and its burying among the 
jG:4u9lims, and such other things are ail set by social rules. 

• Tne dictates of society are governed by the stage of progress 
attained by it. The social commandments of a’ primitive 
society are elementary and sometimes 'without reason ; the 
dictates of an, advanced society are, refined and are based on 
reason. . , ' , . ' , 

(5) ficOTJomic Factors, Wants . are, largely determined by 
one's richness or poverty. A poor man hasfew and, simple 
wants. He may satisfy those wants which support -life, but he 
rarely gets an opportunity of enjoying co'ufdttable 'and luxq- 
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, 1 , This is not the case with the rich who allow 
rious ■ multiply frcclyi with the result that their wonts 

their ^ „ nnd^ mostly of comfortaMc and lujrurious 

are Ss due to the poverty of an Indian that his wants 

i;«nd to the richness of Ian American that hts 'wants 

Bte so ^jf^erousT 

arc sh n Mahits, Customs' and Fashion. Personal habits of as 
A rhf* nrevailinc fashion have a great determloingf 
**ce on wants. It is a fact which students will verify 
Iniluenc experience that a man who has done a thing 

s'^°°uattlculat way tends to follow the line of least resistance 
i«d vocs on doing it in the same way ; and the more often he 
eats the same, the less disposed he becomes towards 
-x-he influence of personal habits on one’s wants 
therefore, be clearly realized. Again, it is also a fact, 
borne out by experience, that a man who has to do a thing 
for the first time tends to do it in the same way as he sees his 
neighbours doing it. Thus a man who lives entirely alone will 
develop habits or customs and all the ordinary action of 
his life in his own ways, for instance, of preparing and taking 
food, of the cut of his clothings and of w'caring them, etc. 
But as a rule man does not live alone and in ordinary life 
- jie follows the customs and habits of the people among whom 
he lives and has his being. Many of our habits arc formed 
while we are still young. We do things in the way we see oiA' 
relations and friends doing them. And as we grow in years 
and discretion, we acquire fresh habits from those with whom 
we generally come in contact. A student on entering college, 
tries to copy the way of living of some of his teachers and 
other students ; a young man entering an office as a clerk 
does what the other clerks do ; and the same thing is trife in 
all occupations. 


Wants of an Indian Labourer 

A few illustrations may well be given at this stage. 
First let us take the wants of an Indian labourer. His wants 
ate determined not so much by reason as by social factors 
and the habits, customs and fashion. The food that he 
takes is the one to which he is used from his birth. Any 
fundamental change in it is very displeasing to him. If he 
• is a Bengali, he must have rice ; if an upcountry man, 
must have chavaties. So far as shelter is concerned, condi- 
tions are largely out of his control. He lives in dirty. 
Insanitary, over-crowded and congested quarters. He cannot 
help it because of his poverty. Even where he can improve , 
the conditions he fails to do the® partly because he is habituat- 
ed to that son of living and'^partly because he does not 
want to lose the company of his old friends and acquatntan- 


®Mon:tiina, Oft-Cit. 
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663. Hi3 clothing 13 largely governed by hiibits and traditions. 
He very often wears the same types of clothes which his 
fore-fathers used to do. But the clement of fashion makes 
its influence felt in this respect and a change in the type of \ 
clothes he wears is visible. 

Wants ol a College Student 

Let us now examine the factors which determine the 
wants of a college student. Here the elements of fashion 
and habit play the most important role. When a student 
newly comes to the college, he takes to the use of fountain- 
pen, tooth paste and such other things, mainly because they 
are in fashion. Cinema-going may begin as a fashion, but 
it soon becomes a habit apd cannot be easily got rid off. It is 
a matter of your observation that those of your friends who 
do not follow the curreni^fashion and continue the primitive 
way of livini; are called by such names as Buddftu and Shikar- 
puri ; while those who are very particular about their dress . 
and appearance are supposed to be showy, vain and dandies. 

It becomes almost obligatory to a newly-admitted college 
student to mould h's dress, food and other walks of his life 
according to the current standard. ^ 

§ 4. OHARAOTERISTlOa OF WANTS AND TH33 LAWs"^ 

. BASKD UPON TBLEH 

V#' 

Human wants are numerous and of different kinds. They 
differ from country to country and from place to place in 
the same country. Nevertheless, they possess certain common 
^characteristics on which important laws of Economics are 
' ' 'based. They are discussed below : 

(1) Wants in General arc Unlimited. , Human wants 
multiply endlessly. As soon as one want is satisfied, another i 
want begins to be felt. Man is thus spurred on to pursue 
an end which is ever vanishing before him. At present you 
may feel the want of a fountain-pen ; but if you purchase it, 
you may next begin to feel the want of a hat or a book, of 
which you had little idea before. Take the case of a poor 
man who is starving. If he is given very coarse food, consist- 
ing of millets and pulses, he will be well satisfied with it. 
But if he is sure of getting these things, he will begin to 
require better kind of food, for example, rice, chapaties, 
vegetables and ghee. Then he will like the food to be better 
served ; he will require metal dishes and wares instead of the 
earthen vessels which at first satisfied him. His wonts will, 
thus, go on increasing limitlessly. 

The progress of society has been simultaneous with an 
increase in the quantity and quality of human wants. The 
primitive barbarian had very few wants which were of r 
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simple nature. Wttli nn increase of knowledge men began to 
feel new wants, the satijf. action of which was followed by still 
newer wants. It was this process of endless multiplication of 
wants w’hich led up to the matetial civilisasion of today. 
Wants arc increasing constantly with wider diftosiori of 
knowledge, improvements in the means of transport and 
communication and growth of trade. Upon this simple fact 
is based the Law of Pro.:rcjs, ^hich states that material pro- 
gress and increase of wants go hond In hand, 

(Z) Bach Particrtlar iVant can bs Fuhy Salisfi':P>. Though 
wants in generrd arc unlimited, any particular want has its limit. 
The want for a fruit or a book can be satisfied by consuming 
the desired fruit or boisk. Every individual want is capable 
of complete satisfaction A want is satisfied slowly and 
gradually till its full satiety is n^ieved. Suppose you are 
hungry. After talcing first chapau, your want is psreiaity 
setisfied and you require the second cJiap.afi less urgently. 
This process of decreasing urgency of wants (ot diminishing 
utility of commodities) goes on till your want is completely 
satisfied, and the next ckavaii has no utility to you. Upon 
this characteristic of wants is based the important Lau' of 
Diminishing Utility which states that, other tilings being equal, 
the utility of each successive unit of a commodity decreases to 
a person as the stock of that commodity increases. 

(3) Wanti are Recurrent. Though each want can be 
completely satisfied at any particular time, it may be felt 
again after some tirtie. For instance, you may cat bread 
during the midday when you fed hungry ; and for the time 
being your want will be satisfied. But you will again feel 
hungry in the evening and will want food. Wants arc thus 
recurrent. 

*^(4) Wants ar>> Competitive. Wants ' in general compete 
with each other. If a man has one rupee in his pocket, he may 
go to a cmema-shosu, or purchase s book, or give kimself up 
to the pleasure of a sumptuous dinner, or spend it on joy^ 
rides. All these wants compete witb cath other in the priority 
of satisfaction.® 

(5) Wants Vary tn Intensity. Though wants are competi- 
tive, they are not all equally urgent. They vary m intensity in 
other words, according to the individual and according to his 
c ircumstances at th e time the wants ate felt. One satisfies them 

*^iOine texl-boolc illustrate the cornpctitiTc diameter of wnnls by 

stating an example like this. i£ ^ roan v.’anis something to cov’cr his feet, be mav 
purchase either a part of shoes or t shoes anti thus compete 

with each other. This e>:ample does not appear to be ver) sound. Shoes and 
seek to oq/j an 1 the same ii\anl, i; r , the want for a cover to the 

feet. If they compete atnoiig themselves, it rh^ans that articles seeking to satisfy 
One and the same viant compete among themselves. It is wrong to conclmie from 
roch examples that wants compete among themselves, since only one want is taken 
iiit9 consideration. y 
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in the .order, of their intensity.- ’One has, indeed, to arrange 
one’s wants in order of their urgency or intensity in one’s 
own mind— in this one is helped by one’s sense of feeling 
and is not required to make conscious effort — and one tries to 
satisfy them in that order. A man who is extremely thirsty 
and little hungry will first procure a glass of water and only 
. thereafter biscuits and cakes. A very hungry boy will prefer 
biscuits to toys. Were all the want< of ec}ual intensity, econo- 
mics life would have become a matter of pure Indifference in 
which no place could be given to discretion and choice. Upon 
this characteristic of wants is ibased the law of equi-marginal 
utili^. ' 

'J\^) Some Wants are Complementary. Some wants are 
co*operant or complementary. If either of themds satisfiedi 
the other must follow suit. They are satisfied together and, 
therefore, each of them is complementary to the other or 
others. If you ipurchase a cat or a fountain-pen,- you must 
also purchase petrol or ink respectively. If you want to, 
travel in a second class railway compartment, you should have 
a good leather suit case also. , 

' (7) Wants Become a Matter of Habit. Most of the wants 
are acquired and artificial ; only few wants are physiological* 
and instinctive. Generally, they arc acquired quite early in 
} life and felt so repeatedly that they become a matter of habit, 
k -Smoking, for. instance, is purely artificial. Nobody Is a born 
smoker ;-wc somehow begin smoking, very ' often for the fun' 
of it, and later get habituated to it. Wants such as these 
constitute our* standard, of living and are of very coropelling 
' nature. 

(8) Present ■ Wants Appear More Important than Future 
Wants. To an average person a present want appears to be 
more, important than a future want. A normal man lives in 
the present and will make greater sacrifices to insure the grati- 
fication of present than of future wants. Generally we do not 
look so far ahead as to . make provision for future wants 
while we ate satisfying the present ones ; indeed, we rarely 
think of future wants at such a time. This is due to two reasons. 

' Firstly, our telescopic faculty (f. c., the capacity to look ahead) 
is defective and makes us feel that the present ' want is more 
important than the future want. Secondly, the future is very 
uncertain. If we make provision for the future at the cost of 
the present and if, unfortunately, we expire early, we^ would 
lose a certain amount of satisfaction.’ On the basis of this 
characteristic, Saagar observes : “If goods available for ■ present 
consumption be.called present goods, end those to' be . available 
in future, future goods, the law may be formulated as follows ; 
27ie utility of future goods is less to,the normal consumer than the. 


’’A. C. Ketw, £e‘>nomics ef Welfare, 
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utility -of present ^ds of Uhe-kind and quality by an amount 
varying, directly with the degree of futurity. 

(9) Wants are Determined by Social Standards. Most of 
our v;at\ts ate determined by social standards of tastes xiuher 
than by independent judgments of individual consumers. This, 
is conspicuously true of wants for clothing, shelter and amuse- 
ment. That men— not to say of women— dress with reference 
to the opinion of their neighbours, changing' the styles of their 
clothes, their shoes, their hats and even their collars, to con- 
form to the vagaries of fashion, is a fact of familiar observa- 
tion. ■ There is a little more independence in the selection of 
dwelling houses, but here too the taste of many is subservient 
to that of the few who form independent judgments. As 
regards amusements, it is notorious that one fad follows 
another, bicycle-riding giving place to golf, and golf— for 
those who can afford it— to motoring ® 

‘ (10) Knowledge Increases Wants- The tendency of wants 
to increase is universal ; but the rate at which they multiply 
depends upon the rate of the spread of knowledge. In an Indian 
village, lying remote from the railway station, new .wants 
arise slowly and in some cases they He in a dormant stage ; 
that is, the villagers do not feel conscious of any unsatisfied 
wants. But in the towns this is not so. because knowledge 
and.infotmation spread quickly there, while they spread very 
slowly in villages. As knowledge increases, people learn new 
means of satisfying their wants and the desire to obtain satis- 
faction of these wants becomes intense. Before the invention 
of motor cars, wealthy people were satisfied with horses and 
catiiages ; but when the motor cars were invented and a few 
of them were brought to India, people soon : felt attracted 
towards them and began to feel actual want for them.^® 

This example illustrates how new wants arise from in- 
creased knowledge. In our country knowledge -is steadily 


®Seagflr, PiincipUs of Economla. pp. 71-72 Though very genera!, this 
characteristic of wants is more marked for some social classes than for others. It 
would not be far from the truth to say that young children and savagesiive entirely 
in the present ; that the manual labouring classes especially in climates where the 
•winters ate mild, look only a few months or a few years ahead io their eernomic 
calculations ; that the great class of artisans and merchints plan with reference 
to their own lives and the lives of their children ; and that the founders of large 
family fortune incindc generations yet unborn in their view. Ibid. 

^Ibid, p. 72, ' . * ‘ ' ' ' 


. l^The higher the level of civilisation and culture, the more numerous and the 
more varied ate the man’s'wants. We ate told that in the iSth century it was 
very usual to come across labourers who, finding their ■wants, could be satisfied by 
3 days' ^-woik each -week, preferred to t.e idle for the rest of their time At the 
present day it -wotrld not , be difficult to find examples of people who would earn 
larger incomes if they worked harder or longer but for whom additional satisfaction 
that could be obtained is not a sufficient indncemenl to make the greater effort' 
required. Education and social improvement result not only in greater productive 
efficiency but also jn giealet capacity to enjoy,— Pensou, Op. Cil.y 14. 
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Increasing through ccJucation and through the extension of 
trade and travel. It is not likely, therefore, that in near 
future the progress of India wlU be so rapid as to lead to a 
condition in which the larger proportion of the people will 
have their wants completely satisfied, than ic r$ the case at 
present. On the contrary, %ve .should expect that though people 
might be able to satisfy incrc.ising number of wants, new 
wants will arise more and more quickly so that there will 
always remain some unsatisfied wants." 

Some Alleged Exceptions 

Certain exceptions to the above characteristics of wants 
are pointed out. They are, ns a matter of fact, apparent rather 
thon real. They are stated on page 90. 

(ll Some persons like aad/uis and ascetics, who have re- 
nounced this world, feel n limited number of wants. To them 
wonts in general ate not unlimited ; nor do they increase in 
variety. To them there is no social standard to fashion their 
wants. 

This is, of course, true ; but an ascetic is not a social or 
an average man and, therefore, lies beyond the scope of Eco- 
nomics. In Economics, we study the wants of a normal, social 
and human being only. 

(2) Ic is usually stated that each paxticuhtr want is capable 
of complete satisfaction. But certain wants appear to 
remain unsatisfied almost for ever. A few instances are given 
below : 

(a) Want for display is ah example of this nature. A man 
who wants to distinguish himself through display, always seems 
to be in want of things like ornaments, motor cats, magnificent 
buildings, etc. ; and unceasingly spends money ori such objects. 
The more he possesses such things, the more ho can display 
himself and the' more he wants them. His want of display 
appears to be insatiable. 

The above reasoning is correct. But the wane of display 
is not the want for a particular commodity but for a large 
number of commodities. If you pick up^ a particular com- 
modity out of the group of articles^ of display and increase its 
supply, the want for it will 'go , on decreasing and a point 
' fooner or later, will .come when the next unit of that com- 
modity will cease to have any utility. 

for , pou’cr is a similar example. Some men want 
power over men ; and the more power they get, the more they 
want. The lust for power seems to be real and insatiable,; but 
men wanting power are not ordinary men. Economics is not 

concerned with abnormal characters. 

. *• ' ' 

ttMoteland. /B/r-n/wf/roK fe £««««/«, pp. T92-193. 
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(c) The want jor money also appears . to be insatiable. 
Indeed, it appears that its utility does not decrease at all ; 
and if it does, it does very insignificantly. 

But money is, however, not requited for its own sake, but 
for the sake of the large number of commodities which it 
can purchase. As such, money is not a single commodity but 
is a group of all the commodities it can purchase. It is, there-4 
fore, only natural that the want for it may not be satisfied, 1 
wants in general being unlimited. 

\J,d) Miser's Love for Money. A miser wants money and 
the more he gets it the mote he requites it. It seems to be an 
exception to the general law that each particular want is 
satiable. But miser is not an average man. :He is as far" 
removed from the average man as the ascetic or sadhu who 
does not come under the scope of Economics. 


/n S'bs. MULTIPLIOATIOK OF WASTTS 

Sometimes the question is asked : Is the multiplication 
of wants desirable ? This question is extremely controversial 
and much can be said on both the sides. • 

It is Desirable 

Those who say that the multiplication of- wants is desir- ■ 
able say that when a want is satisfied, some satisfaction isJS 
obtained. Consequently, if you satisfy a larger number of 
wants, you will get a larger volume of satisfaction, which is 
very desirableN^econdlp, modern progress and civilization 
consists in the increasing number of .wants. The most primi- 
tive man needed very few things ; some ^ leave? or .Bnrk of 
tree to covet his person and some tough tools to kill animah 
and detach flesh from skin. But as he became more and>' 
more civilized, his wants began to increase. And today in 
his most civilized state human wants are, almost limitless. It 
is a historical fact arid proves that progress or civilization 
consists in multiplication of wants. Xx/itrdiy, if we reduce’ 
our wants, out incentive to, make economic progress or assert 
national individuality and rise in the world would be damped. . 
The Malaya aborigine has few wants and while immigrants 
work and develop his country, he sits under a tree an^ cheer- 
fully smokes, not doing anything and qot caring '^for what-^ 
others do. This is a sure sign of dtcay.\^ourtkly, if we do 
not believe in increasing number of wants, we would become 
economicaUy weak so that any country of the world can come 
and make us a subject nation. If the standard of living of 
Indians rises, their urge to be free will greatly strengthen 

U is Dndeslrable ^ 


There ate thinkers of the 'other school as well who believe 
that the multiplication of wants can never be desirable. These 
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caIlet3^ , and sometimes even ex-communication. This is 
particularly so in a custom-ridden country like India.® This 
accounts for the great urgency of this class of wants. In fact, 
many people sacrifice the consumption of articles of efficiency, 
in order to consume conventional necessaries. For instance, 
’ cultivators and latourers will semi-starve rather than not oflter 
hugqa .or pan to the visitors or not give a feast on the 
occasion of a marriage or death. Similarly many a student 
will give up the consumption of such healthy stuffs as hutter 
hrd ghee in order to enjoy cinema-shows which every polished 
student is expected to see. 

Factors Deter mi nhtg Necessaries The factors governing 
each class of necessaries are different. Necessaries for exis- 
' tence are primarily determined by environment and physio- 
logical and economic factors^ Necessaries for efficiency are, 
of course, determined by the nature of work a man is expected 
to do. Necessaries for efficiency of a blacksmith must natur- 
ally differ from those of a lawyer or a teacher. Much discretion 
has to be used in selecting necessaries for efficiency. Conven- 
tional necessaries are, of course, determined by social customs 
and conventions which are an index of the stage of social 
development. . » , < - , 

2. Comfort^ 

( Necessaries, it may be repeated, are just sufficient to keep 

a man alive, to preserve his efficiency at work and to maintain 
his social prestige. This is the bare minimum for ordinary 
living. Usually some other nice' articles have to be included 
in consumption for a decent living. Articles of comfort are 
of this nature. Their consumption affords , appreciable 
pleasure and also increases consumer’s efficiency slightly ; 
% while their non-consumption neither causes much 'pain 
nor -docs it decrease actual efficiency (though it certainly 
prevents the additional efficiency which their consumption 
" would have yielded). Obviously, the articles of comfort 
enable a man to lead a richer and fuller life than what is 
‘ otherwise ' possible. Good shoes, fine kurta, cinema-shows 
and such other, articles may be cited as examples of articles of 
comfort. \ 

3. Laxurleg^" 

. Luxuries are those articles- whose comsumption affords 
very gleat pleasure but does not contribute to our efficiency ; 
ana whose nSH^ous u mp t ion tseither causes any pain nor 

0 “To this clsss of conventional necessaries belong the want for tea, coffee 
and ffin among the higher classes in India and 1 he want of among the 

masses, To this class also belong 'all. our wants connected with social and 
religious ceremonies, and in a custom-ridden country like India, It is not difficult 
to find people who for months and years economising on their absolute necessaries 
to make a giand show for a day or two on the social wants”. — B. G. Bhatnagar, 
Oullitta of JSemcmies, p, 42 . . 1 . 
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decreases our efficiency. Palatial buildings, tbe maintenance 
of Rolls-Royce and other costly cats, the keeping of elephants 
by Indian princes and the possession of costly paintings ot 
renowned painters are some of the examples of luxuries- 
Because articles of luxury do not increase out efficiency but 
simply give us pleasures, their consumption is often regarded 
as useless and is looked down upon. This is the reason, why . 
Professor Gide defines luxury as tbe “satisfaction of a * 
superfiuous want” and Professor Ely calls it “excessive - 
personal consumption”.® 

There are certain articles of luxury, like wine, which 
’ give us only fleeting pleasure but decrease our efficiency quite- 
considerably. Their non-consumption causes much pain if’ 
one gets addicted to them, though it prevents a deterioration * 
of efficiency which would otherwise result. They are known 
as extravagances. 

u The Standpoints o{ Glassification 

The above classfication of wants into necessaries, com- 
forts and luxuries has been made from two points of view ; 
(0 efficiency and (it) pleasure and pain. 

Efficiency, Those articles which when consumed preserve 
efficiency and which if not consumed decrease it, have been 
called necessaries. The articles which when consumed^ 
contribute to efficiency sbgbtly and which if not consumed 
do not decrease actual efficiency, (but cause a loss of 
efficiency which could have been otherwise achieved) 
are known as articles of c omfort. Finally, thos£__mxti^s 
_which if consumed do not increase etSciency and winch 
Tf no t, c6nsu med~~^b ' hot aecf6as€~efficlencyr'ar5 Kiiswn 


comforts and Inxnries ; , , , 


Necessaries 


f a reasonable amount of plain 
far smtainingiifejer mtrt \ •wholesome food, of decent 
zubii'ziencr the minimum i clothing and of healthy heme 
v. sniionndint;s. 


, f t,e.,'iK\Xet food, clothes and. 

f/or fuller Itfe fer mere I boaang -with some provision for 
Comforts, •{ tahoUitme esiiterce recreation and amiis-roent and 

I decent standard ef living / for the satisfaction of irtteUectnal 
\ needs. 


l.rrxnties 


f 'zT refinement of Vfe 

tr expensive habiU and 
amuffTtenls a 'Vnsre ela- 
borate made of living 


motors, omarcents, table 
deliracies, etc., together with tbe 
loonkence of expensive tastes iir 
art, literatnre and travel. 


I'enson, The ScoHomies of Everyday life, p. 19. 
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as arti cles of luxu ry. When the consumption of the latter 
actcniUy decreases efficiency, they are called articles of 
extravagance. 


1 

Effect on efficiency 

Effect on pain an^ pleasure 

1 Necessaries... 

When 

consamed 

When not 
consumed 

When 

consumed 

When not 
COUPtJTQC , 


Preservation 

Great decrease 

Slight pleasure 

Acute pain. 

Comforts ... 

Slight increase 

No decrease in 
actual efficien- 
cy (but loss 
of possible in- 
crease in 
efficiency). 

Sufficient 

pleasure 

Slight pain. 

l.u'.uties ... 

No rnctcaie 

No decrease 

Very great 
pleasure. 

No pain (unless 
used) 

Exiravagances 

Decrease ... 

Prevention of 
possible dec- 
rease. 

Mom e n t a r y 
pleasure. 

Much pain If 
one gets ad- 
dicted 


■ 

^ Chart 10 , Showing the distinctions between necessaries, comforts an 
luxuries. 


Pain and Pleasure, The second point of view of the'’ 
■classification is the causing of pain and pleasure. When 
consumption of an article gives only slight pleasure while 
its non-consumption causes great pain, it is known as an 
article -of necessity. When, however, its consumption gives 
sufficient pleasure while its non-consumption causes slight 
pain, it is known as an article of comfort. Finally, when the 
consumption of an article gives ample pleasure, wnile its non- 
'consumption causes no pain, it is known as an article of 
luxury. , If the consumption of an article simply gives us 
momentary ; pleasure, while its non-consumption causes 
intense pain provided one gets-jused to it, it is known us an 
^article of extravagance. 

Necessarles,!Gomforts and Luxurles’are Relative Terms 

It must not be supposed by. the reader that a particular 
article is an article of necessity, or comfort, or luxury for 
all the people and all. the tlmelto come, in fact, the personal 
circumstances of the consumer, e. g., the income, occupation, 
surroundings, habits, ere., determine, whether an article is one 
of necessity or of comfort or of luxury to him. It follows, 
therefore, that the same article may be a necessity .to one, a 

13 
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comfort to another and a luxury to the third. For instance, 
a car is a necessity for a medical doctor who has to rush 
from one patient to another with the least possible loss oi 
time ; it may be a comfort to a professor, since it keeps him 
refreshed for the lectures, saves his time and thus somewhat 
increases his efficiency ; but it is undoubtedly a luxury to 
an idler who uses it merely for joy-ridcs. Again, tea is a 
necessity for an educated Indian, while it is probably a luxury 
for an Indian cultivator. Shirts were once considered as 
articles of luxury in Europe but now they arc articles of bare 
necessity. In India they are still articles of luxury for many 
poor people. A carriage is a comfort to a woman of fashion, 
a necessity to a physician and a luxury to a tradesman. 


An article may similarly be one of luxury to a person 
at one time, of comfort to him at another and of luxury at 
still another time. For instance, a fountain-pen is obviously 
a luxury for a small child reading in an infant class. It be- 
comes an article of comfort to him when he becomes a student 
of IX or X class *, but it becomes a necessity for him when he 
joins a college and has to take down notes very quickly. 

It would, indeed, be wrong then to draw a definite line 
of demarcation between the articles of necessity, of comfort, 
and of luxury, so as to apply tol all persons or to be valid 
permanently. These three terms are at best only relative 
and when we say that a particular article is an article of 
necessity, or comfort, or luxury, all that is meant is to say 
that it is so in respect to a particular person at a particular 
time. 


Order ol Consumption 

It is sometimes said that a person first spends his income 
necessaries, then on comforts and finally ' on luxuries. 


on 


This statement is generally and largely true. In case a man 
spends his income most ■ wisely, he would naturally act in 
this manner.. Necessaries are most urgent and would receive 
his first attention. Comforts would then be secured ; and 
luxuries would be obtained only in the last. But unfortunately 
everybody does not spend his income wisely. Much of our 
expenditure is thoughtless and careless ; and when it Is so, 
we often spend on comforts and luxuries even if our neces- 
sities have not been satisfied. An ekkawaia may thoughtlessly ' 
go to cinema show and may then be left with only a few pice 
which may not bring him enough food. Such cases are not 
rate. Another reason of unwise expenditure is lack of in- 
telligence and understanding ; and an educated mnn would 
not spend his money so badly as an illiterate person. 
ThougnUessness and lack ol knowledge of correct expenditure are 
the two reasorw why the proper order of expenditure is not 
always followed. 
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1. Give a classification of wants. 

2. Distinguish between necessaries, comforts and lu'curics. What ate the 
standpoints of classification adopted by you 7 

3 . Show how necessaries, comforts ond luxuries are relative concepts. 

' EXAMINATION QUESTIONS 

U. P. ^ard 

Distinguish.be tween economic and non-cconomic wants. Classify the 
former bringing about a clear distinction between the varioas classes. Give 
examples of each class, (t. A., 1939) 

Distinguish between necessaries and comforts (I. A., 1937) 

What are the chief characteristics of human wants 7 Explain and 
illustrate the distinction between necessaries, comforts and luxuries. Give 
e.xample from India. (I. A., J93S) 

n/ 4. What ate the tests you would apply in classifying commodities into 
necessaries, comforts and luxuries 7 illustrate from Indian examples, '{i. A , 

1929I 

5. Distinguish between (a) necessaries and luxuries } (i) necessaries for 
the life and necessaries for efficiency. Point out the importance of these 
distinctions. (I. A., 1927) 

6 , Distinguish clearly betvrcen necessaries, comferts and luxuries. Can 
ah article be a necessity, a comfort and a luxury to the same individual 7 
(I Com., 1940) 

^ Rajpu^na Board 

VC 7, Show how the classification of wants into necessaries, comforis and 
luxuries docs not piimaiily refer to articles of consumption, but their units, and 
varies according to the individual consume', the time and place Give examples 
from India wherever possible. (I. A., 1945) ' ' 

S. What do you understand by (o) necessaries for existence, and (fi) 
conventional necessatios. Show how consumers’ goods are classified into neces- 
saries, comforts and luxuries. (I. A., 1941) 

9. Economic wants have been classified into those for necessaries comfTts* 
and luxuries. Fully exp'ain the three items. What tests would" you apply in distin- , 
guishing between these 7 (i. A., 1939) . 

I JO. How would yon classify consumption into necessaries, comforts and 
luxuries 7 Explain your answer by taking examples of snch goods in common 
nse in India, (t. A,, 1937) ‘ 

v/ji. How,' and wliy, would you classify consumers’ goods in nfccessaties, 
comforts and luxuries 7 Jive reasons, (i. A., 1934) > - . ' ' . , 

,/l2. How would • you distinguish between necessaries, comforts and 
luxuries 7 illustrate with reference to the wants of in) a college student, (i) an 

's "Indian farmer, and a factory hand, (I. A , 193X) 

Other Exursination Bodies 

'-^$4 Clearly distinguish between necessaries, comforts and luxuries. (Punjab, 
I. A.. 193S) . 

14, How Oo you classify wants into necessaries, comfoits and luxuries ? 
Give Illustrations.' -(Nagpur, i.Com. 1942 } Arts 1942) ' 

' , ATTENTION 

(Sometimes Dertand is discUSSed under ‘‘consumption.” We have discussed it 
under “Exchange” (Oouk IV), Chapter 46, to which a reference taay be made.] 


OtlAPTEa is 

THE LAW OF DIMINISHING UTILITY 


The utlUUes of additional unit* of any good to any consnmer diminbh nonnallf 
as his supply of units of that good increascs.„.5«3g«-. 

I 1. THE EXPLAHATION OF THE LAW 

The utility yielded by an article Is subject to an interest- 
ing law which operates daily in the ordinary course of life. 
It is a matter of common obsercation that the more we have 
of a commodity, the less urgently we want its subsequent 
units ; in other words, the utility yielded by its succeeding 
units goes on diminishing. Suppose you are 'very hungry, and 
get a mango from somewhere ; its utility will be very great 
to you because it practically saves you from starvation. You 
will requite a second mango also to satisfy , your , hunger ; but 
since a part of your appetite has already been satisfied, the 
second mango will not give you as much utility as the first 
one. The third mango will yield even less utility, as compared 
with the second mango, for the same reason. The utility 
of eachl subsequent mango will si milarly go on di minishing 
gradually, till you arrive at the “Stage^TvKefe youT*Bungct is 
fully appeased, and the utility of the next mango in succession 
drops to zero— it will be a matter of indifference to you 
whether you eat this final mango or not. Even if you 
consume it, you will probably disllkelto eat further mangoes 
lest they might cause constipation— you will derive ‘negative 
utility' or ‘disutility’ from them. This commonplace example 
shows that the utility of each successive unit of an article 
goes on diminishing as its supply goes on increasing, other 
things remaining the same. ' 

This tendency operates universally and is visible in the 
case of all the objects ^satisfying human beings.* The first 
overcoat may give you more utility since it saves you from 
cold ; but the second one will afford less utility as it just 
provides a variety. The second pair of shoes, the second 
fountain-pen, the second hat and the second table do not 
yield as much satisfaction as the first ones. Even the less 
material wants obey the same law. Eyes tire of- beautiful 

lAs out capacity to enjoy food is limited so it our capacity to enjoy clothes, 
A normal peraon intensely feels the need for a respectable suit of clothes, a pair 
of shoes, etc. A second is lets indispensable, bnt satisSes a lively deSre. 
Additional suits satisfy -wants of 'tcadily diminishing intensities and in time the 

point of satiety IS reached even by the most fastidions dandy. Sea.»er PnnKpUs 

Eetnomics, p. 71. , 
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pictures 
music in 


jar scenes and ears ate deadened by even the sweetest 
course of time. 


TKis tendency is known in Economics as the Law of 
Diminishing Utility, and may be stated as below : Each unit 
of a coi^modity give;, other things remaining the same, less 


utility to jt/ie consumer than the foregoing unit.^ 


\,4M£- 


IliDStration 


We\ shall now take an example to illustrate this law. 
Suppose ja man has a big family and requires six maunds of 
wheat peimonth for its consumption. The utility of the first 


maund of wheat is very great to him since without it the 


members! of his family will starve to death. The utility of 
the fi’’st' maund, let us say, is 100. The second maund of 
wheat is neressary, but is not so urgent at the first maund. Its 
utility will, therefore, diminish, say to 80. The utility of 
the third maund. will be still less, say 60 ; the utility of the 
fourth maund may be 25 ; that of the fifth, 10 ;<and that of 
the sixth, zero. He ‘ will not purchase the seventh maund of 
wheat obviously because that is not required. The seventh 
maund has for him ‘negative utility’ or ‘disutility’, firstly, 
because he will have to spend money on it without getting 
any satisfaction in return ; and secondly, because the 
consumption of the additional maund might spoil the 
digestion of the consumers. Its utility may be said to be — 20 
(tninut twenty). The utilities of the successive units of wheat 
may be tabulated as below ; — 


I 


Maund? of Wheat 


Uints of Utility 


1 ■ 


100 


80 


3, 

4; 

5 

6 
7' 


60 

25 

10 

0 

-20 


It is clear from the table how the utility of each follow- 
ing maund of wheat diminishes consecutively. 


•■JManhall states this law os follows : “The additional b«ne5t which a pcrton 
derives from a increase of his stock of a ihlnfj, diminishes with every 

increase in the stock that he already has.”— Marshall, Prindfles cf Etono-Htes. 
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Diagrammatic 

^ , -The above ills ’ astrstioo 

I can be represente '4 bf j \ 

, I diagram. In Fig. II |roaun“ 

wheat have been nieaiU«“ , 
along the OX a xh ; i 

100' ^ utility along the P 'OY 

pn. \ The first unit of wl leat 

N. 100 units of utility , sad thus 

” 60 - \ vvc get the point A, 

d 40 ' X. Other points _ ^similetll 

- Nv and get the A A' I h curve hi 

\^p{Pomto 5 Sauety) joining these poinjc jj. Tjur 
Oi — 1 — ! — I I 0^15 Si curve shows a lal* 

2o],iAUNlsOFWHnA>^' tbe ^ 

‘ utility. The utility of the,. 

Fic lo-lilustrating the law of htst maund of w'heat is OA; 

diminishing utility. but the Utility of the sixth; 

maund of wheat is zero.' 
The curve AA* touches OX at the point P where the utility'' 
is zero. The seventh unit of wheat gives dis utility so that 
the curve extends below tlie line OX, which is the line of zero 
utility. The point P is the point, of zero utility and is also; 
known as the 'point of satiety'^ 


N. p{Pomt of Satiety) 

234 5 ~ ^ 

AUNDS OF WHEAT ^ 


Dj , r 

» ^ 3 

ZChj '.lAUNt 


Fig, 10— Illastrating the law of 
diminishing utility. 



SDiagommatic icpresentions- are 
of two ' Wnds (i) ' ames as . shown 
above and (i*) rectanEles to be dlS" 
cnssed below. If an article Is 
divisible, t. <r., ^if, it can be divided 
without any loss bf its value, its utility 
is represented by a curve. Wheat 
can be divided without any lo.ss in its 
value ; therefore, its utihty has been 
represented by a curve as above. But 
take the case of a, cao. If you cut 
a cap into two, its utility will be 
lerionsly curtailed. Cap is an in- 
divisible commodity since its utility 
dec-eases if it is divided. The utility 
of indivisible commodities is best 
represented by rectangles Rectangles 
gives tbe idea *■ of '-‘the separateness 
of each unit and therefore, this 
method is adoptedin the case of 
indivisible units. 

, ' Suppose ^ the following * is the 

table of utility of caps.' 

UtUtty cf C^ps^ tilily T)£rived 
I 30 

® .. 20 

3 ' 10, 

4 " ' o 



Fig. II 
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LAW OP DIMIN SHING UTILITT 
§ 2. OTHER THINGS REMAINING THE SAmK^ 


lu the statement of the-Law of Diminishing Utility : we 
® Jientioned that the utility of eacii successive unit goes on 
diminishing, other things remaining the same.* The words 
t'other things remaining the same’ might appear to the reader 
iteague and useless ; but this is not so. These words are very 
significant and imoly the following important qualifications : 
i (1) The units of the commodity must be similar in quality 
and quantity. If this condition is not satisfied, the law may 
not operate. Suppose the first chapati given to a very hungry 
man is very coarse ; but the next chapati is made of superior 
stuff and is very tasteful. The second chapati will evidently 
give him more satisfaction than the first one. The law of 
diminishing utility does not operate here because the 
units of chapati are not similar. Where the second 
chapati as coarse and rough as the first one, its utility 
•would ! definitely be less than that of the latter 
Similar considerations apply to the quantity of each unit. 
The quantity of each unit must remain the same. If the 
• secor^d chqpati is twice as heavy as the first chapatU it is {'likely 
to give more satisfaction than the latter. , . ' , 

(2) The period of consumption must be the 'same. -In other 
words, the period over ■ wnich consumption - is spread should 
be continuous and without break otherwise the law^ will not 
operate. If , man, for example, takes food once in the 
morning and again in the evening, he might relish it ' more in 
the evening than in the morning probably because the hard 
work of "the day has, given him good appetite or because some 
good news has cheered him up. The law of diminishing. utility 
does not apply here because the time of consumption is not 
continuous and the same. In fact, food has been taken twice 
and the law operates in each case separately. But if the 
second diet is taken immediately after the first diet, the utility 
of tho former will be definicely less than that of the. latter. 

{3) ‘I he mental outlook of the consumer should remain the 
same. This is very important. The man who is caking food 
may, for instance, find that the sixth loaf that Jhe“ has taken 
has yielded zero ..utility. If he now takes a little bhang or 
some other intoxicant, he may suddenly feel a craving for 
more loaves. It appears, then, that the law of diminishing 
utility docs not apply In' this case. Of course, it does not. 

In Fig. 12 each rectangle shows rti= utility of a unit The first rectangle, 
representing the utility of the first cap, is the biggest. Each successive rectangle, 
reptesentiog the utility of each successive cap, goes on diminishing. There is no 
rectangle to represent the ntility of the fourth cap obviousiy becanse its utrlity Is 
zero. 'The utility of fifth cap is negative, therefore, the rectangle rapressaung its 
dhutHity is down the axis OX • ‘ 

■t'other things being equal’ is the aUernative expression, 
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because the menfal outlook of the consumer does not remain 
the same. 

(4) If the period of consumption is long, the fashion, ham 

and income of the consumer should remain the same. In the c^se 

of durable goods, a change in either of these three things, 
namely, fashion, habit and income, may hinder the operation 
of the law and may increase the utility of successive units ot 
the commodity in question. For instance, a particular type or 
shoe may not be in fashion and its utility may be fairly low 
to a man ; but if somehow it again come into fashion, its 
utility will immediately increase. Again, a man not addicted 
to cigarettes does not derive any utility from themi but if he 
somehow acquires the habit of smoking, their utility will 
increase to him- Finally, a man may be so poor that it may 
not he worth his while to purchase a costly flower-vase ; but 
if he suddenly becomes rich, he may begin to feel its necessity 
very urgently and its utility to him may increase In all these 
three cases tHe law ot diminishing utility does not operate 
because the fashion or habit or income has changed. The law , 
operates only when these factors remain the same. 

(5) The price of the commodity and its substitutes should 
remain the same, if an article becomes cheap, one may want' 
it with increasing intensity and its utility may, therefore, 
increase. The utility of an article may also increase if the 
price ^of its. substitutes has gone up, so that one will now 
shift , one’s consumption to the article in question whose' 
utility has obviously gone up due to its comparative cheapness. 
The unchangeableness in the price of the article in question 
and, the substitute thereof , is important for the operation of 
the law. [ . 

§3. EXCEPTIONS TO THE EAW 

The law of diminishing utility has almost universal 
application.*' If the various assumptions covered ' by the 
phrase "other things remaining- the same” obtain in practice, 
the law wilt operate. Certain exceptions to this law ate, 
however, suggested most of which are apparent rather than 
teal. : - ^ . - 

Apparent Exceptions 

(1) If we take , a very small quantity of an article as our 
unit, the law may not operate^ Professor Chapman gives the 
example of a man who wants to prepare tea but who has 
no coal. Suppose he gets an dunce of coal. This much of 
coal 13 practically useless to him and has hardly any utility 

'»Thi tendency shows itself so widely and with so - few exceptions that 
IW is no significant inaccuracy in speahing of it as’ nnivetsah-Tattssia, 
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— ewi 

tiearer th. 
next ounc 
ounce. 7* 
increasing 
stage, it ^ 


ounce ; the quantity of coal will come 
Ible quantity so that the utility of the 
jf course, be greater than that of the first 
of each ‘additional ounce will thus go on 
MAifeets adequate quantity of coal ; after this 
I to diminish.® 


r; 


on 


T , part (.(a tim, the utility curve of Coal (A.A'A‘) goes 

“ «nal pnrchast the point A' is reached. At this point, 
tncrea- to incur 


>gms to 
the 
is 'a 
ile A'A‘ 


IS 


fore, thV 

successive > 
diminish:; iUty is 
eason _ wVwant; 

' dutv ahead 
a falling'- which law 
jt In this' a tac i be^jause 
.L°®® rtot 'opinot < y of coal 
•the smalh.qut qu4 le does 
taken m the' ithtyrunit; In 
ot cqnatitutetnisl we find 
J£';'t\:practlct if a com- 
hat the unit ajnough to 
modity is big ^ P 

W of.,..,somfe 

Thtttefoce one j ^ 
coal is not,rea'^ 
nobody uses i. 



QUANTITY 


Fig. IS 


units of an 
is only a part .o ^ 
(2)'Curjou.* 
this law. -A si'i^ 
to every new ' 1 
that -will go'^tsiPJ 


service. 

>uace of 
a unit ; ' 
il in the 

ice.; it . j 

unit. ' 

id rare objects are alleged to be exceptions to 
IP collector will attach greater importance 
rare stamp he is^able to gather because 
album more precious than before: 
Similarly* man who^s,j:he hobby of collecting old auto- 
"^graphs will feel mote sathfied with every 8|[|cessive autograph' 
he is abte“Yo~5ronecc. This exception is wparent rather th an 
real, because an average ^man is not hMitually actuated by 
hobbies hy ‘ simple wants and needs wXnot 'share the^ 
‘^characteristic^ of hobbles. As subHi this #arhple is abnorm^-' 
Moreover, even in the case of such' p«sons, a point wfll- 
be reached; 'howsoever remote that * may be, ^en the 
additional stamps or autogranhs will give Xdiminishing^allis-' 

f action. ' ‘ V 

(3) A drurJzard is 'said to obtain increasing 
^^AA,tinnal veg of Wine. " The case of a drunkard is 
obviously abnormal siace his mental outlook ‘^Tifacl^oged 

i4 
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1C8 


does notreover, » 
tc» theft' 


after he takes the first dose of < 

drunkard is not an average man , J ^ 

fore, not the concern of an econP., 2 the fash{(,^^ ^i\{tc 
the case of such persons n point d''\ In ut j 1 
of each successive dose begins to khese 

is, therefore, apparent, not real. beginper the o 

(4) Love of display, love of pom j-.aotpecessive money ore y 
said to be other exceptions to this lai “ ^^^^Varticular'f this s°i 
is almost insatiable and, therefore, S . jay be ft of 
additional unit of the commodity mir, Jjfe into faiy of tnese 
— tQ be increasing. S^.. , ian nnr howeveti 


wsnts QppCflrs w r~**^ - «nt 

are removed from the average man, af . ’'•j^xhem ; does n 
study them. Moreover, even in thest, . heir utiit canatis 
when the law will set into operation^ poor tl have tea 
the story of King Midas who was mai ^^ower-- bot, when 
given an unlimited quantity of that gj:el itji gtew tirea 
and ceased to attach any value to it. ' ]se Ir 

(5) Sometimes it is said that the commodity 

hegtni to increase if a large number of ^ntiJpseiglns to use »• 

Telephone is the case usually cited in ' 


an not 


;xai 


the number of persons who have tel' 
increases the utility of the telephone als^ 
owner can now’talk to a larger number of pe 


e. incction. As 
«i,.ic cotmection 

, css {because iw 
a '• 


This example is fallacious, though the d iilacy is difficult3. 


ive units of a 

fill a consumer. 


to detect. According to the law, the swe* j 
commodity give diminishing satisfaction 
If the owner of a telephone takes one ijjtirc connectioni 
naturally its utility will be less to him . Dhcn that of the 
former connection. In the example giverupeoove the tele- 
phonic connection with a particular per a ' remains only 
one. , Smee successive telephones acquired^ a person have 
not, been taken into account, this examftji- loos not com* 


under the law of diminishing utility. MotietJ 
anticipates a change in the habit of 
excluded from the conditions necessary for the operation 
of the law, ' 


•, this example 
iople which is 


Beal Exceptions 

(1) Professor Taussing mentions that a second or a third 
reading of good ptecg of poetry or the hearing of good music, ^ 
for the second or the third time may yield greater utility than 
the first. This exception seems to be teal. This is a fact 
of our ordinary observation. 

\ However, even in this case a point will arise sooner or 
later, when the utility begins to diminish and the law will 
begin to operate. Each receptive faculty is, in fact, subject 
exhaustion and takes time to recuperate. 

f2) Some economists believe that when we bjgin to 
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Thai part if u thing which he is only just induced to purchase may he called 
his marginal purchase, because he is on the margin of doubt whether it is worth 
his while to incur the outlay requited to obtain it. And the utility oi his 
marginal purcha'c may be called marginal utility of the thing to him Murshall. 

§ 1. measurement <jf utility 

^ t 

Utility is the capacity of a commodity to satisfy some 
tuman want ; i . other words, it is the want-satisfying power. 
liJVe have already discussed the meaning of utility in a previous 
hapter, which need not be reproduced here. Here we may 
utpaphasisc a fact of common experience that utility of all the 
' ods is not the same ; some goods have greater utility than 
g£,hers. A question, then, naturally arises: Can we exactly 
easute utility. 

Economists do measure the utility of an article^; but this 
leasutement is not very exact because economists do not 
j/osseas any accurate means or apparatus of measurement. If 
* ou want to measure temperature, you can measure it with 
If, thermometer. If you want to measure the atmospheric 
rcssure you can measure it with a barometer. If you want to 
,^„easute cloth, you 'can measure it with a yard stick. No 
such accurate measure is, however, available for measuring 
utility. But our mind has the capacity of measuring utilities 
of different articles. And whenever we have to choose 
between two articles, we unconsciously make the comparison 
of their utilities in our mind. 

The comparison of utility thus made in our minds may 
be expressed in two ways which may be explained by an* 
illustration. Suppose you require Marshall’s "Principles for 
Economics” very urgently while Parker fountain-pen is not so 
important to you. (0 Then, you may say that Marshall’s 
Principles is twice as important to you as Parker fountain-pen ; 
or if the utility of Marshall’s Principles is 2, the utility of a 
Parker pen is only 1. (t<) Or. you may adopt another way 
of expressing the same idea ; you may say chat if Marshall’s 
Principles gives you the utility worth Rs. 100, Parker fountain* 
pen gives you the utility worth Rs. 50. 

In the above example the two chief methods of measur- 
ing utility have' been followed. In the first case, utility has 
been expressed in numerical figureSy as when it is said that if 
the utility of Marshall’s Principles is two, that of Parker pen 
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is one. In tte second case it has been expressed in t— iuE ij 
money, as when it is said that If the utilitv of M 
Principles is Rs. 100, that of Parker pen is only Rs. 5o!^&c*'^ 

niUlty and IVants 

The of an article depends upon the inteasitv of 

the want which it satisfies. If the want satisfied by an ar Jde 
is vety urgent, the utility of that article will be ve“y erTat 
If, on the other hand, the want satisfied ho great, 

is of otdinary urgency, that commodity will possess°or^m^^^^ 
utility. Utility, as said above, is the want.^atlsf!?- 
of an article and is great or less according as the 
IS mote urgent or less urgent. Deeree of satisfied 

with the intensity of waSr ® 


§ 2. MABQIHAL tmLlTY 


The last unltlof a commodity consumeri o, 
lar time is known as marginal or 
marginal or final unit is said to be the “ 

of the article. If a man takes two utility 

ing 10 and 9 units of utility respecrively^Se^^e **T’ 

IS the marginal unit, and its utility, namely 9 

utility of oranges. If he takes three^ranol. ® .uj^rginal 

the third orange will be the marginal unit 

7, will be the marginal utility of oranges. ^ utility, say - 

' Marginal utility -may be no<iiri„„ 

When the consumption of the marS} uegative. 

satisfaction, the marginal utility is «'''« ®ume 

gives satisfaction nor causes any dissatTsSL’ Neither 

utility IS said to be zero : whereas if i, .. uiarginal 

^ction, or yields disutility, the marElna1*'^^*i-®°'?® dissatis-' 
The inaiginal utility is positive before rBo ^^y Is negative 
reached ; at the point of satiety the S 

zero: after that point, it actually beS, becomes 

c* 


MA.UNDS OF WHEAT 

■m 

utility 

1 

2 

' 100") 

3 . 

80] 

4 

5 

III " 

6 

lOJ 

7 

0 Zero ' 


~20 Negati'ye 
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In the table the utility of various maunds of wheat is 
n. Each unit becomes the marginal unit when it is the 
unit consumed ; and its utility becomes marginal utility. 
|inal utility is positive up to the fifth maund of wheat, 
tops down to zero if the sixth maund is purchased. If thp 
nth maund is also purchased, the marginal utility becomes 
tive— It gives disutility. 

The table given above has been represented diagrarama- 
ty (Fig. 1D)‘ on page 102 to which the reader is referred, 
ig the OX axis v/e have -meRsured the units of wheat 
along the OY axis the unit of utility. Various points 
‘ been plotted and the utility curve A A ' has been obtained 
oining them. So long as the curve does not touch OX, 
Dpears above the OX axis, which shows that its marginal 
ty is positive. It touches the OX axis at P where its 
'inal utility vanishes, i. e , it becomes zero. After that 
curve goes below the OX axis shov^^ing that the marginal 
:y thereafter becomes negative.^ ^ 

ilQai Utility and Law of Dimlnlsbing Utility 
In the statement of the law of diminishing utility, we 
! all along considering the wKzrginai ttUhty. According to 
law, the utility of each successive unit goes on diminish- 
as consumption is continued. This "successive” unit is 
“final” or the “marginal” unit at chat particular moment, 
ach. we can otherwise describe the law as follows : The 
tnal utility of a commodity goes on diminishing as its con- 
tion goes bn -increasing, other things remaining the same, 
law of diminishing utility is sometimesicalled the law of 
wishing marginal utility for, the sake of clarity and 
•sion. 


•. j } 

The above is the exjwnple of a divisible commodity. VVe may plso take tbe 
of a cap which is an indivisible commodity. The following is the table of 
es derived from the use of cap : 


l/mts of Cops 
! 


Utility Derivtd ' 

I 

••• 

30 •) 


2 


ao 

Positive 

3 , 


10 J 


4 


o 

Zero 

S 


~JO 

Negative 


For the diagrammatic representation of the above table, see p, to 2 . Fig. li 
OA., AB, BC, ED and DE represent the various units and the rectangles 
iding over them. Show the utility due to each of them The utility of tbe 6rst 
e units is positive as the rectangles appear above OX. There is no rectangle 
1 respect to the fourth unit which shows that it do^s not yield any utility, 
tangle concerning the fifth unit goes down the line OX , showing that the 
;ty becomes negativ?. 
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§ 3. TOTAL UTILITY 

The sum total of the utilities of 'all the units of 
commodity consumed at a patticular time is known as i i 
Utility. If you eat five oranges at a time, the sum tota 
the utilities of all the five oranges will be the total J ! 
of the oranges. If, of the five oranges consumed, the ' j 

of the first unit of orange is 100, of the second 80, or 
third 60. of the fourth 20, and of the fifth 10. then the to 
utility of oranges will be (100+80+60+20+10=1-270. 

As we consume more and more of ’ a commodity, 
total utility derived from its consumption goes on increasing > 
but this increase takes place at a diminishing rate (or le | 
than ptopottlonately) because of the operation of the law 
diminishing utility. For instance, if the utility of uj 
unit of orange is 100, the utility of the second unit will 
only 80 ; so that when two units are consumed, the tot 
utility comes to 180 only, and not to 20 which is the corres- 
ponding proportionate figure. 


Oranges 

Marginal Uti lity of Oranges 

Total Utf Hty of Oranges 

\/ 

* t 

!00-\ 

• 

loo -a 
iSo / 

Increasing 

M . 51 

So ; 


240 [• 

• • 3 

6oi 

Fositlve 

260 A 

**7 • 

. ^ 

20 y 


^70 J 

r 

5 

1 lOv 


270 

Constant 

6 

1 ^ 

Zero 

250 

Decreasing 

7- " 

— 20 

Negative 

- 


According to the above table of the utility of oranges, 
if only one orange is purchasedjlwe get 100 units of matginaj 
utility and since it is the only unit consumed, the total 
utility is also 100. If the second orange is also consumed, 
then 80 units of utility are added to 100 units of utility given 
by the first orange, the total utility thus coming to 180* 
Calculations thus made ate shown in this tabic. 

. J . . 

An important thing which you must' have noticed ^ 
in the above table is that the total utility goes on increasing ’ 
just before the arrival of the point of satiety, When the 
point of satiety is reached, the total utility remains the same 
as before— nothing is added to it nor anything is deducted 
from it. After the point of satiety is reached, total utility 
begins to fall.- 

leader should remember that t,ilal utility is dot Uken into account wM'® 
dircussing the laiv ot diminishing utility. The l.atter is concerned only ■wd*' 
marginal ninUy. Jt is the marginal utility of a commodity, which goes on dinji* 
pUhing as the stoclc of that commodity goes on increasing. 
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§ 4 . TOTAL 'UTILITY AND MARGINAL UTILITY : 

It is interesting to learn the relation between marginal 
utility and total; utility j at'’ this- stage. So long as the point 
of satiety is not reached, marginal utility goes on diminish- 
ing ; while the total utility goes on increasing though at a 
diminishing rate. At ithe ^'point of * satiety the marginal 
utility becomes zero ; but the total utility becomes maximum, 
full satisfaction having been achieved. Hence it" u ' said 
that when marginal utility is zero, the total utility ‘ is at its 
maximum. After the point of satiety is reached, the marginal 
utility becomes negative v and ' the total utility begins to fall. 
If the reader refers to the tables and diagrams given’.above, 
he will be able to understtind, the relationship between total- 
utility and marginal utility quite easily*^.^^ 

Marginal Utility, Total Utility^ and Demi'S/ 

We have seen above that as we consume more and 
more units of a commodity, the marginal utility of .that, 
commodity goes on declining, while total .utility goes on 
increasing up to o.'deTtaihi 'jioint'.. ‘Puring, thWtime, -wbat-iii 
the effect on demond ?' ’ 

It is clear that as consumption is continued our- deman’d 
I for successive dose goes on declining. This for an obvious 
■reason which will become clear later on. Briefly, demand 
depends upon marginal utility ; and as marginal utility 
declines, demand also goes down. As such as we consume 
more and more of a commodity, our demand for it goes on 
declining along with a decline in its marginal utility.® 

Bole In Determining Price 

We have seen the distinction between marginal and 
total utility. When we discuss the problem of the determina- 
tion of price under “Exchange", we will find that price depends 
upon (i) utility and (ii) cost. Which is this utility which 
determines price ? Is it marginal utility or total utility ? 
Obviously, it is the marginal utility. For the price that a 
man is prepared to offer per article is equal to the utility of the 
last unit he intends to purchase, i. e., marginal utility. Total 
. utility is irrelevant in this connexion. This is rea(ly a problem 
'•■tof theory of value and will be discussed in detail under 
Exchange.* 


TEST QUESTIONS 

1. What is the relation between ntility and want ? How do you 
measure ntility ? 

, — ^ — . y 

. a See Chapter 46, /hr/. 

<See Chapter 47, /hr/, 

15 
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2. What do you mean by marginal utility and total utility ? Give ilinstt* 
lions and diagrams to explain your points. 

3 . Stats the law of diminiihing ntility. Ooex it take into account tots! 
ttUlity? 

+. When marginal utility is lero, the total ntility is at its mairowa 
Show how. 


EXAMINATIOK QUESTIONS 


tf. P» Board 


?• Discuss with examples the relation between the marginal anj total 

uUhty. (1. A., 1945 ) 

V^’ sve consume more and more units of any commodity, (o) 

marginal ntility of that commodity diminishes, (i) total utility increases, and (0 
onr' demand for that commodity decreases, Explain and illustrate the above 
with Samples and diagrams. (I. A., 1944) 

, '^3. Prove that the total utility of a quantity of a commodity is maxi ffluo 

wfien its marginal ntility is zero. Use a diagram to explain it. (f; A., 1938) 

. 4 . Explain thc_ difference between marginal and total utility. Which of 

tntse helps In determining price ? State and explain. (T, Com., 1945) 


Eajpn^a Board 

?• Folly explain ‘ma^'nal ndlity’ and ‘total utility’ and show how tots! 
vali^js greatest when marginal ntility is zero. (I. A., 1943) 

?•. Marginal UtiUty and Total UliUty.' Clearly explain the La'« 

of Diminishing UUUty. {Rajpntana, 1938) ^ 



CHAPTER 15 


THE LAW OF EQUT-MARGINAL UTILITY 


The Utility acnlysis is nothing mote than a sohemstic and very abstract 
accoant of this process of making these choices . — Davenfort 


Man’s income is ordinarily limited while his wants are 
innumerable. His income sufEces to satisfy some, >but not 
all, of his wants ; and he tries to spend it in such a way as 
to obtain the greatest amount of pleasure and satisfaction. 
A man makes this endeavour almost instinctively and with- 
out any conscious effort on his part. This he dbes by 
arranging the various articles required by him in order of 
their utility ; and by spending money on them in that 
order— the article affording the greatest utility (in return of 
a unit of money) coming first, and the one yielding the smallest 
utility (in return of the same unit of money) coming last. If a 
ijman spends ‘his money strictly in this order, he will discover 
in the end that the utility of the last unit of money that 
he spends on various objects is, more^ or less, equal. It is 
called the Law of Equi-marginal Utility. It may be stated 
.as follows ; Maximum satisfaction out of the expenditure^ of 
,a given sum can bz obtained if the utility derived from the’last 
unit of 'money spent on each object of expenditure is, more or 
less, the same. 

, Law of 5«6s«tt«t<on in Consumption. Another name of 
the law of equi-matginal utility is law of substitution. 
Since according to this law, we substitute the article which 
gives us greater satisfaction for the. one which gives us Jess 
satisfaction, this law is called law of substitution. But, this 
sort of substitution is made under production, exchange, 
distribution and public finance also. ’ Consequently we call 
- this law, law of substitution in Consumption, in order to suggest 
^that we are speaking of it in connection with consumption. 

Illustration 

Let us illustrate • the law by a concrete example. Suppose 
'a man goes to the market with Rs. 4 in his pocket, which' 
he wants to spend on oranges, caps' and milk ; and the 
utility he expects to derive from each unit of four annas 
spent on the various heads is as follows : 
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P'^rchaser -will spend the first unit of four annas 
on the object which will give him the greatest satisfaction! 
in this case the cap is such an article — the utility of its first 
unit IS 13 whicn is maximum. Guided by the same motivc> 
he will spend the second unit on the second cap. The third 
unit will be spent by him on milk ; and .the fourth on oranges, 
t Kli • ^ spending money. TJhe following 

^ Spend the four 

rupees he has got With him : ^ 


4-anna Units 


Object of Erpendilure 


Cap 

Cap « 

Milk 

OraDge 

Milk 

Orange 

Cap 

Orange” 

Cap 

'Milk 

Orange 

Milk 

Orange 

Cap 

Milk 


Utility derived 


Tout Utility derived from Ra. 4 


'td s'on'Sjr'^ 3 “■!!? '“f 

derlvel 22 unitsof ^ Thif r« rb. 3’ 

de,.v= .bb much of total utUity For' 
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6 units nn cap, only 3 units on oranges and the remaining 7 
units on niilk, the total utility he will derive will come to 



> (FigBfes above rectangles represent ihe order in which the 4-onDa units 
■ are spent ) 

(13+12+10+8+6+4+10+8+7+ ll+9+6+5+4+2+t) =116 
units only. Other variations may well be tried by the reader ; 
the result will be the same. 

If you closely mark the first table, a remarkable fact will 
impress you at once, the fact that the utility derived from the 
last unit of money spent on each head is cqaal, viz., 4. The 
expenditure of money on various heads in order of utility 
brings about this result. It has, therefore, been ' formulated 
that if we want to derive maximum satisfaction out of our 
expenditure, we should spend our money in such a way as to 
derive, more or less, the same satisfaction from the last unit of 
money spent on each head. This is the Law of Equi-marginal 
Utility. 

Diagrammatic Representatloa 

The Law of Equi-marginal Utility can be represented 
by a diagram. The above example can be represented as 
below : . 

• The three sets of rectangles represent the utiUty_ derived 
from the expenditure of 4-anna8 on oranges, caps and iniik 
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respectively. OX axis has been divided in ' each case int 
equal parts representing successive units of money 
the particular item; and the rectangles standing over them j 
represent the utility derived. The dotted line is thfe hne o 
4-anna utility. So many annas are spent on each item as tn 
rectangles cut and touched by this line- The portion o 
rectangles standing above this line (shaded in the diagram) 
represents the Consumer’s Surplus. This can he made maxi* 
mum only if the above order of expenditute is followed. 

Scope ol the Law 

The Law of Equi-marginal Utility as stated above 
not only to the expenditure of money hut to several . 
cases as well. It can be made to apply to a commodity ^"**1 
has several uses. For instance, if we have 20 yards of clot . 
we can use it for the preparation of shirts, or underwears or 
kurtas or caps. The wise course will be to distribute clotn 
on these various uses in such a manner as to derive, more or 
less, the same utility from the last unit of .cloth devoted*® 
each item. By applying- the law of equi-marginal iitility to 
this case, we can derive maximum satisfaction. 

This law also applies to the present and future uses of 
a commodity. We should distribute a commodity over the 
present and future uses in such a rh'anner that the mardnal 
utility from each use may be, mere or less,' ’the'^sime. Thts- 
rematk applies to the allocation of . .income between expendi- 
ture and saving as well. 

Due to the wide applicability of this law, Marshall states 
in it more general terms as follows ; “If a person has a thing 
which can be put' to 'stverarusesi he will disttibutciit' among 
these uses in such a way that it has the same , marginal 
utility.’’' . , 

ImpoTtancB ol the Law In Economics 

The law of equi*matginal utility is very important in 
Consumption, as can be gathered from the above account. 1* 
Is. however, not confined in its application to this branch of 
Economics alone. It is equally important jn' the' field of 
Production where the producer Js ' advised to substitute a 
cheaper factor of production for a dearer one. For jnstonce, 
if mnehinety is cheaper than labour, it is 'substituted for the 
latter. It is known ns the Law of Substitution in Production.. 
In Exchange, again, purchasers purchase the articles Which 
gives t'nem the greater satisfaction for the same price and 
thus tiy CO follow this law. in the- sphere of Distribution as 
well, the law has an important becring. The theory of equal 
disuibutlon of weakb, which is the basis of socialistic and 
coenmunistic movements, is fundamentally based on this l&vc. 

• i’VK-o/.Vj »/ JtCifxiw/.-j, 5», tiy. 
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Finally, in Public Finance it is the guiding principle in the 
matter of revenue and expenditure. The applications of the 
Jaw in the different branches of Economics will receive fuller 
treatment as we proceed further in our studies. 


Hindrances to tbo Lew 


^ A man, by temperament, tries to derive the maximum 
‘benefit from his expenditure and, therefore, tries to follow 
this law, consciously or unconsciously. There are, however, 
certain forces and factors which hinder the operation of 
this law in practical life. Firstly, a man may not be able 
to find out the utility he may derive from the expenditure 
of various units of money spent on various heads. This 
may be due to ignorance or due to the absence of calcula- 
ting habit. Secondly, even if he does not suffer from this 
deficiency he may not like to do it through carelessness or 
because he may think that all this calculation is not worth 
the trouble involved. Thirdly, even if all this calculation 
is done, the morket price of different commodities may change 
and upset his entire calculation. He may • well assume 
that the price of mangoes will remain 12 annas a dozen 
and that of oranges 6 annas a dozen, but he may actually 
find that’the prices of both of them have drasticaUy changed. 
Finally, customs and fashion also sornetime hlpder its opeta- 
l^ion. This point we have discussed in detail below. Ine 
pactical operation of this law is, as such, interfered wita 
by the above intruding factors ; though it obtains in actual 
life with substantial vigour. 

Ellect ol Castoms and Fashion on the Law 


Sometimes it is 'said that customs and fashion have an 
^cct on the operation ■ of the law of equi-margmal utility. 
This statement requires close examination. • i / 

Customs sometimes make the consutnption of an ® 
compulsory. It may be that the consumption of that article 
affords little satisfaction to an individual and, accorihng to 
the law of equi-marginal utility he will like to consume an- 
other article in its ^ace, so as to get greater utility. But 
customs might be so strong that he may not oare do so. 

In that case he may not be able to follow the of equi- 
marginal utility. For instance, in a religious of ^ 

Hiudu has to pay a certain aniount> in the shape 
and otherwise, to the priest. If he were spend tha sum 
oa the purchase of, say. cloth or 8W«®tmeats, he Wdgt 
gteater satisfaction. But the force of oustom is so strong that 
this cannot be- done.. The law of equi-marginal utility is 
^s interfered wi th. 

~ price rise*, the amount of f 

»Wlt of tooney will' decW and marginal utlUtjT of that commodity 

“iO OpporiteUlte wiU ^ppen in the case of a decrease In price. 
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CONSUMERS’ SURPLUS 

' 1 I ' 

Only where the stage has been reached of possible comfort of some choice 
in the direction of expenditure , can there be anything in the nature of a real 
surplus of satisfaction for the consumer . — Tamtig 


When • we purchase a commodity for consumption, we 
hope to gain some utility by consuming it ; at’ the same 
time, we lose some utility in the shape of the price we pay 
for it. In the beginning the utility thus gained happens to 
be more than the utility thus lost ; and we usually go on 
purchasing a commodity so long as the utility derived 
continues to exceed the utility lost. The utility derived' 
from successive units of a commodity, however, goes on 
diminishing by and by and sooner or .later the utility derived 
equals the utility lost, at which point we stop out, purchases. 
It will be unwise to ' push purchases beyond this stage since 
we now stand to lose more utility than what we can gain. 

... Now, in the- case of each unit purchased, except the 
fast one, : we. have derived more utility than what we have 
lost. The surplus utility or satisfaction,' which is thus 
acquired by the consumer, is known - as the ’ ‘Consumer’s ' 
Surplus’. Consumer’s surplus can be defined as follows ; 
**Consumev's surplus obtained by a person from a commodity' 
is the difference betiveeuithe satisfaction which he derives from 
it and that which he foregoes in order to procure that commo- 
dity'.'^ r . ^ 

The satisfaction that a consumer obtains from the, 
consumption of an article may be measured by the price 
he would have paid for it rather than go without it ; while ' 
the satisfaction he loses in procuring a commodity is measured 
by the price he actually pays for it. As such, the consumer's 
surplus is sometimes defined as the excess of what a .consumer 
iroiiiri pay over whal ho actuliy pays. 

Farther Explanalloa 

The concept of consumers surplus can be explained by 
four definite statements which are joined to one another 
connectiveiy. They are as follows ; (1) That we derive 
greater utility from the earlier units and less from the latter 
units. (2) That the price that we pay for each unit remains 
the same, for the same price rules tor each unit of a comrao^ 
dity in a market. (5) That we .stop our purchases when 
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If a’ man follows a fashion against his wish, the same 
result would follow, i.e., the law of equi-raarginal utility 
will be disturbed. A college student may not like to buy 
a tie but to purchase butter instead ; but it may be a fashion 
to have at least one or two ties and he might have to pur- 
chase a tie. In this case, he would spend money on an 
article which gives him less satisfaction and not on the ^ 
other which would yield greater satisfaction. This would 
be against the law of equi-marginal utility. 

It should be clearly remembered, however, that the law 
of equi-maiginal utility will be disturbed in practice only 
if one has to follow a custom or a fashion forcibly and against 
his wish. If a man respects custom or fashion, it means that 
expenditure according to either of them gives him consider- 
able satisfaction in accordance with the law of equ'-marginal 
utility. 

In actual practice in this country, only few people are 
prepared to break customs ; but most of them willingly 
follow fashion. This applies at least to educated persons. 
We can, therefore, say that in actual practice while custom 
interferes with the law of equi-marginal utility fashion 
does not disturb it. But this statement is true in a very 
general sense and applies to educated persons only. 

TEST QUESTIONS 


1. Explain and iHusttate the law of Equi-marginal Utility. Repteient 
It diagrnmniBticaliy. 

2, Is the I.aw of Equi-marginal Utility applicable to a large number of 
practical problems j discuss fully. 

V./3, Show the importance of the Law of Equi-marginalTItility in Consump- 
tion, Production, Exchange, Distribution and Public Finance. 

,^ 4 . Does an average roan follow the Law of Equi-marginal Utility in 
practice I What are the hindrances disturbing its operation 7 


_ EXAMINATION QUESTIONS 

U. p. Boajri 

, I. Explain that the expenditure of out income is governed by the law of 
equi-marginal utility. 

/ ' (I. A., 1945) 

2. Yon have two rurees to spend on three commodities. A, B and C, How ^ 
would you distribute your money between them it their marginal v’ilities are 
as given below and each nm't of a commodity costs annas two i Give reasons 
fot your answer r 


A 

SO 

45 

39 

34 

30 

=S 

SI 

E 

40 

3S 

35 

3 * 

26 

20 

U 

r 

3 ^ 

32 

27 

=3 

19 

tS 

lo 


{I. A.. 1 . 
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“Economic expenditure involves distributing the income in such* 
way as to secure the greatest possible amount of satisfaction.” Explain and 
give examples. (l.A,, 1939) 

4 What advice would you give to your sister in the matter of the 
regulation of her domestic expenditure with a view t6 maximum satisfaction. 
(I.A., 1938) 

Stale clearly the law of satiability of wants. Can yon deduce from 
it any law for the guidance of people’s expenditure 7 Illustrate by on example, 
(t. A,, 1930) 

6. What practical advice could you give to a coolie or a common peasant 
who may seeV for your guidance in the matter of his regulation of expenditure 7 
Give examples, il. A., 1929) 

Raiputana Board 

State and explain the law of Equi-marginal Utility. How does this 
guide day to day expenditure of a person. (I. Com,, 1944) ' 

8 Explain the Law of Substitution in consump'ion and show how it is 
modified by the Influence of custom or fashion. Give examples from India, 
(i. A ,1944) 

9 Explain the law of Diminishing Utility . A house-wife has an income 
i/f Its. 15 The utilities measured in annas of the successive units of the articles 
to her are as follows ; 


Of bread 

28, 

26, 

20, 

16 

annas 

Of meat 

24, 

20, 

16, 

JO 

annas 

Of tea 

22, 

i8. 

6, 

2 

annas 

Of sugar 

20. 

W, 

16, 

6 

ann^^s 

if each unit costs 

Re. I, 

how malty rupees would she spend on the various 


items 7 Would she save any rupee 7 (I. A., 1933) 

Patna University 

10. Explain with examples the principle of equi-marginal utility. 
(I. A., 1942, Annual) 

11. Explain the principle of Substitution in relation to consumption and 
production. (I. Com, 1944, Supp.) 

'yxi.. On what principles should a person regulate his expenditure in 
order to obtain the maximum satisfaction from it 7 How fat does custom or 
fashion stand in the way of following the principle 7 

(I. Com., 1942, Annual) 

Other Examining Bodies 

13 1 have twenty-one laddns. I wish to distribute them among four 

persons A, B, C, and D, in such a way as to get maximum utility. The marginal 
j utilities of the iaddas to each of the persons ate noted below . State how I should 
proceed to distribute the laddia. How many will each obtain 7 What will be 


their total utility ? 

I 

2 

3 

4 

5 

6 

7 

8 

A 

tS 

13 

ti 

9 

7 

S 

3 

t 

B 

20 

16 

13 

10 

8 

4 

1 

— 

C 

43 

to 

7 

4 

2 

t 

— 

— 

D 

25 

21 

18 

JS 

12 

8 

6 

(Punjab, I. 

3 , 

A., 1937) 
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the utilit 7 of the thing purchased equals the price paid for 
it. 14) Hence in the case of all the units, except the last 
one, a surplus of utility shows itself, which is called con- 
sumers’ surplus. 

When we purchase several units of a commodity, the 
utility of each unit (except the last) exceeds the utility 
of the last unit. The utility of the last unit purchased can ^ 
be measured by the price paid per unit. It follows, there- 
fore, that the utility ot each unit of the commodity (except 
the marginal unit) is greater than the money paid for it ; m 
other words,^^ pu rchase r, detiyes_a surplus utility from the 
purchase of all the units except the last one. This surplus 
utflity is known as consumer’s surplus. \ 

Consumer’s surplus is mathematically expressed as 
follows : 

Consumer’s Surplus = Total Utility (Marginal Utility X 
No. of units purchased) ot C, S. =T. U. (M. U. X «) 

Where T. U. is Total Utility ; M. U. is Marginal Utility ; 
and n is the number of units purchased. This is the way in 
which we can measure consumer’s surplus. 

lllustrallon 

Suppose a man goes to the market, with 5 annas in his^i^ 
pocket with a view to purchase some oranges. He thinks 
that the utility of the first orange will be equal to 30 annas ; 
of the second, 20 annas ; of the third, 10 annas ; of the fourth, 

5 annas ; of the fifth, 1 anna, and of, the sixth, zero. In the 
market the price per orange is, say one anna per unit. Now 
he wUl purchase the first tour oranges .without any hitch 
because the utility of each of them exceeds one anna which 
he will have to pay per unit. He will also purchase the fifth 
orange : he will derive one anna worth of utility from it, 
which is ■ also its price ; but he will stop his purchases at this 
point. In this case then, he will derive the consumer’s surplus 
as shown in the following table ; 


Ko. o! Uaitt ■ 1 

j ‘ Utility pet Unit 

Cocwunci’* Soipias pet Unit 

1 

1 30 acoat 

30—1=29 annas 

11 

» 20 -do, ' 

20—1 = 19 M 

ni 

) 10 do* , 

lo— c= 9 

IV 

’ 5 fio- 

5— I— 4 

V 

J 1 

1 - 1= 0 anna 


Tc(sl Co-tetaf't*^ Sarplts! 

=61 annas. 
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» In the case of the first orange he derives utility vrorth 
'30' annas, but he pays only one tinna iot it. The surplus 



Fig. 1$. Illustrating tbe Consumer's Surplus. 
(The shaded portion represents consumer’s surplus.) 


Utility in this case is 29 annas. In the case of second orange 
similarly consumer’s surplus is 19 annas ; and so on. The 
total surplus is 61 annas. This is the consumer’s surplus. 

Diagrammatic Representation 

The concept of consumer’s surplus illustrated in the - 
above example is represented diagrammatically : 

In this diagram oranges are represented by OX axis 
and the utility along OY axis. OX axis is divided into 
OA, AB, BC, CD land DE, each division represent- 
ing one orange in order. The rectangle standing over 
each of them represents the utility that each of them 
yields. The line RS measures the price per mango. The 
portion of each rectangle standing above .this line represents 
the surplus utility. This portion is shaded in the diagram. 
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TKls eutltc sliaded portion represents the consumer's surplus.* 
The marginal unit does not yield any consumer’s surplus, 
RarshaWs Explanation , u n 

In explaining the idea of consumer s surplus, MarsnaU, 
•who is the father of this concept, mentions that the price 
■which a person pays for a thing can never exceed, and seldom 
comes up to that which he will be willing to pay rather than'^' 
go without it : so that the gratification which he gets from its 
purchase generally exceeds that which he gives up in paying 
away its ptice and he thus derives from the purchase a surplus 
of satisfaction. The excess of price which he would be 
willing to pay rather than go without that thing over that 
which he actually pays, is the economic measure of -.this 
surplus satisfaction. It has some analogies to tent, but is 
perhaps best called consumer’s surplus. , 

it is obvious that the consutnet’s surplus derived from 
some commodities is much greater than that from others. 
There are many comforts and luxuries of which the prices are 
very much below those which many people would pay rather 
than go entirely without them ; and -which, therefore, afford 
very great consumer’s surplus. Good instances are matches, 
salt, an one-anna newspaper, or a postage stamp,^ 

'■‘If we substitute a divisible coujmadity, ssy nolk, for torattges wliscu aie 
icajvjable, our diagrainniatic tepreseutaUon -witt be its tbe fom rf a ccrve ar 
shown here : 



^ reprerents tfe- pace pui fit, ht 
tats c. tailV, area, is the eeareraei’s suroles, 

tau-r Twsbefi'£t,-MEiiU!l ccfSccet 

hece&t wkicl, tc (fetires ftoru r,H ei U^xc. >• 

item rU generwticeu tg, 
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iportance ot the Concept 

The idea of consumer’s surplus is of enormous impor- 
ace in Economics, both from theoretical as well as practical 
ints of view. 

The theoretical importance of this concept is that it 
veals what substantial benefits we derive from out sur- 
I undings or environments in the daily life without being 
inscious of the same. When wo purchase a newspaper, 
B pay only one anna for it ; similarly we pay one pice for 
match box. But hardly do we realise that the utility of 
lese things is so great that we may be willing to pay, 
ty, ten rupees for each of them rather than go without them, 
he consumer’s surplus derived from the newspaper is, then, 
3ual to Rs. 9-15-0 and that from match box to Rs. 9-15-9. 

From the practical standpoints its importance lies in 
lowing the comparative satisfaction achieved by a particular 
lass of persons in various countries of the world ; or the 
jmparative position of the various classes of people in the 
iroe country from the same viewpoint. For instance, an 
adian may be getting only Rs. 100 p. m. in India, while he 
lay be able to earn Rs. 200 in Australia ; but it may be that 
Is. 100 in India may afford him greater consumer’s surplus 
han Rs. 200 in Australia. In such a case it will be wise for 
lim to stay in India. This concept is also useful in finding 
)uc the effects of certain taxes on different classes of society. 
J7hen a tax is levied, the price of the article generally rises. 
Since consumer’s surplus is the excess of the price that a man 
will pay rather than go without it over the price he actually 
pays for it, a tax equal to this entire surplus can be imposed. 
The loss of consumer’s surplus due to the imposition of 
various taxes can be calculated ; and the Finance Minister 
can, then choose those taxes which inflicts the least injury 
to the consumer’s surplus in proportion to their yield. Again, 
the consumer’s surplus derived from necessaries is greater than 
that derived from articles of comforts ot luxuries ; and con- 
sequently heavier taxes can be levied on necessaries than on 
comforts and luxuries from purely financial point of view. 

TEST QUESTIONS 

' Explain thelconcept of "Consaoiei’s Satplos’'. Illnstnite it dlagtsm- 

maticnlly. 

What, in your opinion, i» thn importance of the concept of "Connanei'* 

Sniplns” ? 


EXAMINATION QUESTIONS 

U. P. Boerd 

1, Explcin coimmier’s sniplns, and discuss fU Importance. {I. Conu, 

1943 ) 
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Rafputana Board 

1, Write a shoitnote on consunvei’s sutpltjs, (I. A., 1943, 

What is consuToet's iuipins ? How is It measured ? Why docs it arise 5 1 
(I. A., 1941) 

3, What is ‘Consatner’i Surplo'* ? Why does it arise, and how ir i* ! 
measured ? (I. A , 1936) 

Other Examining Bodies | 

, Examine the concept of consumer’s surplus and discuss how far lb' 1 

iurpius is substanUal. What is the importance o{ this concept ' irr Econouucs ? 
(Bombay, /I -A., 1940) 


How do you account for the fact that "the most useful commodities 
such as bread, salt and water are very cheap”? State yonr answer in terms oi 
the general economic law on the subject. (Bombs y, I. Com., 1939)- 



OHAPTER 17 

THE STANDARD OF LIVING 

Sanitation, |n nny accepled seflse of the word, is practtsaUy ooB'existent 

Tlie public latrine is too oftoi the hank of a river or the margin of a tank 

Unprotected wells and tanks, unswept village streets, close pent up windows 
excluding all vealilalion—in such conditions does the average villager live, and 
yet observes a remarkably high standard of personal cleanliness and tidiness,— 
Ltniiihyow Jiefort. 

After atudying wants and utility, we may now turn 
our attention to the subject of Standard of Living, The 
quantity and quality of everything that a man consumes is 
reflected in his standard of living. Standard of living of a 
■ person is, as such, the index of his economic progress On 
the same reasoning it can be shown that the standard of living 
of a nation is the true measure of its economic progress. It 
is, therefore, important to study the subject of standard of 
living. 

• 

§ 1. STANDARD OF LIVING 

Meaning ol Standard of Living 

Everyone of us consumes certain articles of necessity, 
comfort and luxury. Through long use we become so much 
accustomed to them that we feel acute pain if we miss them. 
The articles of necessity, comfort and luxury, to which a 
man becomes habituated, constitute his standard of living. 
Otherwise expressed, standard of living signifies the wants that 
one habitually satisfies. 

It follows fyom the above that the standard of living 
is, more - or less, a matter of one’s habit, and, therefore, does 
not change quickly and easily. Habit, the so-called second 
nature of man,' does not 'change soon ; and the standard of 
living of a person is more or' less fixed. It is, however, com- 
i paratively easy to ' raise the - standard of living than to 
lower it. " ' ‘ 

In out daily life we often heat and talk about standard 
of living. Usually this term is used in a comparative sense. 
We occasionally say that the standard of living of an 
Englishman is higher than that of an Indian, and the 
standard of an American is superior to that of an Englishman. 

A higher standard of living signifies the satisfaction of a 
larger number of, and more wisely selected wants ; whereas 
a lov/er standard of living signifies the satisfaction of few 
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wants which may be unwisely chosen. Obviously, the hlghei 
standard of living leads to a richer, fuller and materially 
happier life, while a lower standard of living results in poor) 
incomplete and materially inferior life. 

Factors Governing the Standard ol Living 

It is, therefore, the endeavour of every individual and 
nation to achieve a high standard of living. But, what ate 
the factors on which the standard of living depends 1 These 
factors are mainly two ; (t) the amount of .income spent, and 
ill) the wisdom with which it is spent. Ocher things being 
equal, a rich man is in a position to Satisfy a larger nlimber 
ot wants than a poor man, and therefore, has a higher 
standard of living. Again, of the two persons, who have 
equal incomes, the one who spends his money more wisely • will 
nave a higher standard of living than the other. 


Evidently, excellence or otherwise of the standard of 
hying does not depend only on the inedtae of a nerson • 
wisdom m expenditure is another important factor. A» 
expensive standard of living, in other words, is not necessarily a 
S illustration may be given to explain 

this point. Suppose Atma Ram earns Rs. 200 per month 

Rs. 100 per month. Atma 

SetT He thoughtless 

orhef u- 1 ° addicted to drinking, cinema and such 

other habits which may consume about half of his income or' 
cveii more. He may spend the rest of -his income in a si^milarly 
careless fashion, in talcing food at hotels, on showy and^costlv 
clothes and m consuming cheap luxuries. ' The, quality of his 
total consumption * is obviously . inferior. ; .,his. '.standard 'of 

^ if .Babu^Ram, "on the other 

hand, -may be very wise in the master of expenditure. He 
may spend a fait part of his income on healthy and nutritive 
^ ° Bouse and may wear. cleS tidf 

and durable clothes. He may; also, spend something '6'n educa^ 
non and save a little for /the -rainy day:-' His standard of 
living IS, without doubt fairly high. In this illustration 
^Bough Atma Ram e"arns twice as much'as Babn Rom’ 

of ^Be latter is suSr to thTt 

of the former ,, because Babu Ram spends his inrnmA 
wisely, Vi’hereas Atma Ram spends it very carelesslv Tk ^ 

u costly- standard is 
a high standard. ’ Unless Other things are 

smudarS'" standard mustnot- necessarily be a hijh 


Importance ol a High Standard ol Living 

In inoHern times all of us try. to mo vim;.... 
welfare; that is why the nresent aao P" material 


living' 
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ideal which should be tried to be achieved and striven for. 
Whenever any individual finds that he can increase his income 
and raise his standard of living in some way or the other, he 
generally tries to make use of the opportunity. Indeed, there 
are persons who do not even produce children so that they 
may be able to maintain a high standard of living. As has 
seen wittily remarked, a new couple has to choose between 
1 car and a baby ; and often the car wins ! What is true of 
in individual is also true of a nation. The modern nations 
:ry to harness all the natural resources like waterfalls, forests, 
mines, fisheries, etc,, and use other methods to make their 
leople richer than what they are, A nation believing in a 
righ standard of living exploits Its resources to the maximum 
iegree in the productive operations, thus paving the way for 
;he maximum consumption for its members, in fact, a higher 
jr lower standard has become the index of an advanced or a 
jackward nation respectively. 

There are, however, certain thinkers who do not attach 
rouch'value to material progress ; and to whom the spiritual 
advancement, the advancement of soul and mind, is the only 
worthy ideal to be followed. Such people do not believe in a 
high standard of living. On the other hand they stick to 
l _,the principle of "simple living and high thinking’'.' Mahatma 
Gandhi and Tolstoy are representative thinkers of this school. 
From an economic viewpoint, it can be stated, by way of 
criticism, that this attitude is not helpful for material progress 
and doea'not, therefore, receive the sanction of economists. 
Even from'a broader standpoint this ideal becomes, at its best, 
merely theoretical.’ In ' these days of dire materialism, when 
human blood is spilt more carelessly than water for achtevitig 
material objects', , no country can hope to keep its head high 
unless it, is materially strong. The younger generation of 
India does hot, thereforfe; agrefc Sslith the Gandhian ideal. 

§ 2, STA2TDABD OF LIVING IN INDIA 
^ A Quantitative Estimate 

India is one of the poorest countries in the world ; and, 
as may" well be expected,' the standard of living of its people 
. is very low. , The income' per capita (i. e., per head) in this 
Country shows the extent of prevailing poverty. The ToUow-' 
ing table, gives.' the estimates of the income per head given by 
different ,ecoiiomistb from tiiae to, time ; — > - . , 
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Year for which 
estimate is 
made 

Estimated by ‘ 

Incotoe pet 

1 head In 

Rupees 

, i86S 

Dadabhoy Naroji 

20 

1897.98 

Lord Cotion 

30 

I9U 

Sir B. N* Sanaa 

‘so " 

1921 

Shah Kliamhhatta 

74 

1913-14 

Wadia and Josbl 

44 

1910-14 

Vakil and Mntanjan ... 

58 

I 93 ‘ 

Findlay Shirras 

63 

1937-38 

Sir James Grigg 

56 

^ 1925-29 

V. K. R. V Rno 

76 

1931-32 

V. K. R. V. Kao 

Jfolt s-Thc table , includes only im- 
portant estimates. 

62 


The difference in various estimates is due to the differ-^ 
ence in the methods of calculation ; but they all go to show 
that our standard of living is not high.’ 

The smallness of income per head of the people of this 
country can be better realised when it is compared with the 
corresponding figures of other countries of the world The 
following table gives the comparative figures : 


. Country 

eapitc. inccmie 

Year of the estimate 

1 



British India 

7 


Australia 

98 

1924 

U. S. A. 

89 

1932 

United Kingdom ... 

76 

1931 

Germany 

39 

1925 

Italy 

24 

1927 

Japan 

14 

‘ 1925 


The dire poverty of the people imposes a rigidly low stan- 
dard of living. 'When a man has to support himself, his wife, 
his children and possibly his parents at less than Rs. 10 per 
month, the diet of the family will be inevitably ill-balanced 
and insufficient ; the housing condition obviously unsatisfac- 
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‘ tory ; clothing naturally bate and inadequate ; and other wants 
' necessarily starved. Sir John Megow aptly observes, “It is 
useless to tell people to drink more milk, or to eat more 
fruit and vegetables, 'unless we can show them how these 
articles can be obtained in addition to and not instead of 
part of the usual diet. Already many people cannot obtain 
enough rice and other bulky cheap foods to satisfy their 
hunger. To suggest expensive goods to these people would 
be just as reasonable as the remark attributed to Queen 
Marie Antoinette who, when told that the people of Paris 
were clamouring for bread, was said to have replied, ‘If they 
have no bread, why don’t they eat cake*.^ 

A Qualitative Estimate 

The poverty being so great and widespread, people of 
India arc able to satisfy very few wants. Let us first take 
the case of necessaries. Necessaries for existence are available 
to the majority of the people, though this want is not always 
fully satisfied. There are thousands of persons in the country 
who get food only once a day, and even that is very rough 
and poor.® Clothing is a luxury to many and it is only in 
winters that ragged and insufficient clothes appear on their 
person. The poor cannot afford to purchase woollen clothes 
and thank their stats if they have enough of the cotton 
-ones. In the matter of housing in particular, special difficulty 
is faced. The villagers live in untidy mud-hovels ; while 
the labourers spend their lives in dirty and over-crowded 
quarters where their moral and material degradation is almost 
terrific. It is, indeed, a sad fact to confess that thousands 
of out countrymen do not get even adequate necessaries for 
existence. So far as conventional nacesssaries are concerned, 
they are almost compulsory in character in our custom-ridden 
country. It is seen that at times people purchase conven- 
tional necessaries oven at the cost of necessaries for existence. 
Necessaries for existence and conventional necessaries are 
the ones that are . satisfied by an average Indian first and 
foremost. His resources are so slender that hardly anything 
is left to be spent on necessaries for efficiency. As Moreland, 
observes, ‘Very large numbers are unable to provide for 
education or medical treatment while healthy dwelling 
houses ate rate, specially in the towns. A large population 
of the artisans and labourers and even of small cultivators 

iSIr John Megow, Secial Service, p. 2io, 

^In several parts of notthem India the industrial workere cannot afford any 
thine mote than the ipatched gram and coarse sugar for the midday fare, the 
evenlnc tneal generally consisting of wheat flour, cakes and lentils, vegetables, 
nil fAfteand fruit enter bat little into their dietaries.- In the rice eating nteas, 
Madras the position is not snbstantiaHy different 5 a meal of cold rice (boiled 
titevioas night) with salt for breakfast, rice and lentils midday and repeated 
. -iShf • with vety few vegetables, practically no fruit, milk or Shiva Rao, 
tVerier in Miv, p. 67. 
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the basic causes of the low standard which have been pointii . 
out above. The removal of poverty is, in /fact, the I 
difficult problem to solve. Our economic machinery will havt | 
to be entirely overhauled, and tin many cases replaced, tor , 
only a bold step can break the vicious circle of poveiu 
leading ultimately to greater poverty. Efforts should be niaw 
to remove the ignorance of the masses. Let the school-tnas^® 
be broad, primary education be made compulsory, and arrange' 
ment be made for vocational training. Public health campaigM 
should also be carried on with a view to impress upon tM 
people the necessity of sanitation and cleanliness. The masses ] 
should be made to realise the value of a materially rich ana 
full life and in their heart should be inspired the ray of hopti 
the herald of the sun of happiness. 

Is Oor StaBdard of Living increasing 7 

This has been a debatable and much-debated point m 
Indian Economics. The official opinion is that this country 
has been so ably governed that people have materially i®' 
proved and standard of living has definitely increased. The 
non-official opinion, on the other hand, holds that our 
standard of living has been declining ; and this is mainly the 
result of the misgovernment of the country under the 
British domination. The period of British rule is popularly 
regarded as the period of .economic exploitation which has 
committed us to the woes of poverty. It is difficult to lay 
down with definiteness and finality which of these two 
opinions is correct on scientific grounds ; for reliable direct 
evidence, like family budgets or income per capita, are con- 
spicuous by their paucity. Both the groups depend upon 
day-to-day observations and their political convictions. 

The official opinion is based on 'the following three 
arguments : , ' > 

1. Imports into this country have been all along in- 
creasing except for a few years. This shows that the standard 
of living has been rising. 

That Is, indeed, alwrong argument. If our imports are 
increasing, it simply means that the consumption of . foreign 
goods is inersasmg. It does not, in any way, prove that the 
total consumption of an average Indian is going up. Unless 
the statistics of the consumption of indigenous goods are also 
taken into account, such assertion cannot be made. 

consuming luxurious articles, like cars snd 
silk, more than before. A's luxuries are usually satisfied after 
nMessaries and comforts, the inevitable conclusion is that 
the standard of living h 43 been increasing. 

This argument is again weak, involving, as it docs, the 
rallacy or false generalisation. AH the people, or even most 
of them do not consume such article, It is only a few rich 
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.persons who Can^ffotd to consume them. What is true of a 
Ismail part of the population , cannot be true of the whole, 
^unless the whole is homogeneous. Moreover, the theoretical 
'assumption that luxuries, are always satisfied only after neces- 
.saries and comforts, is an elementary mistake. 

I 3. People now use*- betcer clothes and live in better 
; houses. The mud-hovels ate now being replaced by pucca 
5 houses and tin-sheds. • This shows that the standard of living 
I is rising. - . ; ! , 

This seems' to ‘be A' ‘wrbng’ observation. In some cases 
it may be that poor hohses have been replaced by better ones, 
but on the whole, , the condition is not much better than 
before. > ' > . 

An .impartial examination of the problem reveals that the 
standard of living of the people in urban areas has certainly 
increased. The , use of cars, cinema-shows and many cheap 
luxuries are, no;w , included in the consumption of an average 
town-dweller. Even in a town, however, there are slums and 
slum-dwellers who lead a very miserable and poor life. The 
towns contain only 10 per cent of the entire population of 
the country ; about 8 per cent of them may be said to have 
had a high standard. It is, however, the villages where 90 
per cent of the people of the country live. Conditions in 
_ villages are not better .than before ; in fact, they have deter- 
iorated in many respects. High land revenue, usurious rates 
of interest and such other causes have reduced labourers to 
semi-starvation, which is comparatively a new phenomenon. 
Obviously, the standard of living of only 8 pet cent of the 
people has increased in recent times while in the case of the 
remaining 92 per cent it has either not improved or has actual- 
ly deteriorated. 

Standard of Living in the Post-War Period 

The Second Great War has ushered in a new era in the 
thoughts, aspiration and hopes of the people all over the 
world. Plans of post-war reconstruction and development 
have been made in almost every country of the world 
and everywhere the keynote of such plans is raising the 
standard of living of the masses. Progressive and powerful 
countries like U. S. A. and U. K. also believe that their own 
'' salvation in the post-war period lies in improving the standard 
of living of the people of backward countries ; and countries 
like India may hope for something definite in this direction. 
Apart irom it, "Bight Industrialists,’ of our country have 
recently published a Plan for the Economic Development of 
India, which envisages the raising of our standard by at least 
two-fold within 15 years. The reception received by the plan 
in Governmental ,and non-Governmentai circles augurs well 
for the future . ' 

18 
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possess insufficient clothing for cold weather ; while in 
many parts of the country the food of the labourers is not 
sufficient to enable them to do a full day’s work’’.^ 

We now pass on from necessaries to comforts and 
luxuries. An average Indian has now begun to consume 
certain articles of comfort and luxury, partly because of 
their cheapness and partly because of his increased knowledge j 
such as better means of communication, which , newspapers ' 
and urban habitation daily bring home to him. In fact, 
he is so much drawn to things like Japanese toys, creep-sole 
shoes and artificial silk that he cannot check the temptation 
of purchasing them. His income being what it is very 
often he has to sacrifice the articles of efficiency for satis- 
fying his fancy. 

Our countrymen are doomed to a law standard of living 
not only because of their poverty but also because of their 
ignorance. They do not have the capacity to marshall their 
expenditure wisely, thus falling to derive even that satis- 
faction which can possibly be had. 

liSEects ol Low Standard ol Living 

The inadequacy and injudiciousness of consump- 
tion of the people of India result in various evils. 
People who hardly get the bare necessaries arc bound to • 
develop weak constitution. They remain inefficient at cheic__ 
occupation and earn low wages. "What more, they fall an 
easy victim to the various minor and major diseases, which 
either prove fatal or render them weaker still. Children 
of such physically bankrupt persons ace also very .wcakland 
inefficient. Ma ly of them swell the figures of the Infantile 
mortality, while the survivors are made worthless by the 
want of proper nourishment and sufficient clothes, of proper 
education and necessary training. When they grow to 
manhood, they join the tank' of unskilled - labourers earn- 
ing just a few annas pet day, if they luckily get a job some- 
where. Their poverty leads to their inefficiency,, and ^their 
inefficiency to their poverty. This la the vicious circle in 
which the masses of the country have been enveloped, and 
from which an escape must be made. -- It will, therefore, be 
instructive to study the causes’ of the low standard of living 
in India. , 

Causes o! Low Standard 6l Living . • 

(1) The most obvious ' and the most important cause of 
the low standard of living Is the poverty j of the masses. As 
shown above, people are so poor that they sometimes find 
U difficult even to keep'their body and soul together. - 

(2) Illiteracy of the wiasses is also an important , 

4 ncicaBe with a spread of knowledge. The abience 

^MojeIan3, An Intmiuchm to heonutnics, • . - ■ 
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of litcMcy annonp the masses narrows down their vision 
to such a great extent that many of them find themselves 
perfectly satisfied. But there is graver danger which iiiiter.' 
acy has btougnt about* This is the danger of unwise expendi- 
ture which is very often met with in our villages 
, industrial centres. Much expenditure on superficial festivities, 
on.rnarriage and death and litigation, on drinking and cheap 
knick-knacks, can be curtailed with a salutary effect on 
the standard of living. 


(3) Customs and fashion have a determining influence 
on the standard of living. A man’s demand for goods depends 
upon the mode of life which custom and fashion in his class 
of society have made him accustomed to, and much less 
upon his individual tastes and liking. A professor and 
a businessman, having the same income, are bound to have 
different types of living. The professor will dress himself 
well, live in a decent house, have a good library and give 
himself up to occasional recreation like cinema-shows by 
way of mental diversion ; while the businessman will devote 
a better part of his time, money and energy in promoting his ' 
business connections, himself leading a simple life with as 
few diversions from business as possible. 

(4) The religious arid social ideals of the country also 
favour a life of frugality and, simplicity, based on the 
principle of “simple living and high thinking”. The emphasis 
on this principle by Mahatma Gandhi has increased the 
importance of this factor as an obstacle to a rise in the stan- 
dard of living. Under the recent Congress regime, we found 
Congress Ministers travelling third class, drinking tea for 
two pice pet kuHarh and riding in ekkas for one anna per 
passenger. The example thus set by them has had a lasting 
effect on certain sections of the people. 

(5) Absence of adequate and efficient mean of communica- 
tton and transport and the lack of contact between the 
backward and progressive sections of the country ace the other 
causes of the low standard of living in this country. 


' (6) Physical factors ore also partly responsible for the 

low standard, of living. Due to hot climate, people have 
few wants. The wants for clothes is not pressing since 
' during the summers practically no clothes are necessary, 
while during the winters the warmth ot the burning fire 
keeps the body active. Big houses are not essential, since 
court-yatds inside ot in front of the houses are quite'com- 
fottable in summer, while the accommodation of all the 
inmates in a few rooms in winter does not appear to be 

unpleasant. 


How to Balsa the Staaiard ol Living ^ 

Our standard of living can be raised, only if we remove 
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This has been followed by the People's Plan and 
Gandhlan Plan. The more important matter than frammg 
a plan is to put into execution ; and it is in the latter direction 
that considerable difficulties exist in India. 

TEST QUESTIONS 

1. Wbst is Dosant by ,J_BtaBdBrd of living’ ? What aje the tac'ois which 
gorero it ? Show the impoijiaice o£ 5 ’h!gh standard of llring. 

2 . Write an essay on Standard of Living In India*. 

3. Has our standard of living been rising ? Discuss fully. 

EXAMINATION QUESTIONS 


1. Discuss intelligently the influence of climate and customs on the 
standard of living. (U. T Com., 1933) 

2. Write short nrte on standard of living. (Raj., 1943; ' 

3. Define ’Standard of living.’ What is its connection with consumption 
and production ? (Delhi, 1937) 
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Annual income. 


Quantity consumed j Amount spent 


Items of 1 

expenditure 


o 

I w 


I' The most important group ot items ' 

n family budget is Food. The total amount of income^ T 
on food varies from ai’out 5 pet cent to about 60 p 



T/j. 1^. } fie tTtfjrr'Ji-iBft cJ k {jtff'Jls. 
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Clothing is the next important group ; about 18 per cent of 
one’s income is spent on this object Lodging claims 12 per 
cent and Heot and Light another 5 per cent of one's income. 
Education, taxation, health and servants arc other items of 
expenditure. 


I 2, Engel’s law of consumption 

I . ■ 

Important studies of family hudgeta have been carried 
on in various countries of the world. Probably the most 
important of such studies was made by Dr. Engel in the year 
1857 in Saxony (Germany). He divided the families living 
in Saxony into three classes : the labour class, the middle 
class and the well-to-do class. The main items of expenditure 
were classified by him into the following groups : (i) Food, 
(ii) Clothing, {in) Lodging ; {iv) Hc.it and Light, and {v) Educa- 
tion, Health and Servants. He tried to find out the percentage 
of income spent by each class of families on the various 
heads. The result of his investigation is presented in the 
following table 


Peicentiae of iU Sneom” spent by — 


N, Items of expenditure j 

Labour class 
family 

Mi'ldlc class 
family 

Welhlo do 
class family 

I Food 

60 

55 

So 

2. Clothing 

IS 

iS 

18 

3. Lodging 

! 

12 

12 

4. Heat and light ... 

s 

5 

5 

5. Education, health 
and servanis, etc. 

5 

i 

ID 

*5 

Total 

i 

too 

loo 

TOO 


As is clear from the table, Engel discovered that, as the 
income increases — 


(1) The percentage of it spent on food decreases ; 

(2) The percentage of it spent on clothing, dodging, 

‘ and heat and light remains the same ; 

(3) The percentage of it spent ori education, health 

and servants etc., increases. 

iThe above table has been simplified from the original given by Engel. 
As the latter has acted as a gnide and a standard of comparison to later inquiries 
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Briefly, it may be stated that as the income of a 
increases, the percentage of income spent on food decreases) tM 
spent on clothing, lodging, heat and light remains unchanged ^ 
that spent on education, health, servants, etc., increases. Thu « ^ 
known as the Engel’s Law of Consumption. 

Diagrammatic Bepresentation , 

In Fig. 18 on p. 143, the height of the rectangles shows f. 
the percentage of Income; and their width, the amount ot 
income. The first rectangle is the widest and represent the 
richest family ; the last rectangle is the least wide and repre- 
sents the poorest family. 

The amount spent on food by the rich family constitutes 
only so per cent of Its income ; that spent by middle cl^ 
family, 55 per cent ; while that spent by the poor family, 60 
per cent. The bars are marked likewise. But ^thls does not 
mean that the total amount of money spent by the rich 
family on food is least, and that spent by the poorest family, 
the biggest. It cannot be, for though the rich family spends 
only 50 per cent of its income on food, thaf income is very 
large ; as such, this amount is larger than the amount spent 
by the poor family on the same object. This point can be 


and occupies a unique position in Economics, it may be produced below s 



Fropottions of the expenditure of the family of— 


1 

2 

3 

Items of expen<^Ittire 

^Vorkman with 
an income of 
45%lo6o% 
a year 

Workman with 
an income 
of go% to 
'20% 

Middle class 
person with an 
income of 

50 % to 200 % 

I. Food only 

6a-o p. c 

SS-op. c. 

' 50-0 p. c. 

2 . Clothing 

i6-o p. c. 

i8«o p. c. 

iS-o p. c. 

3» Lodging 

, 12-0 p.c. 

. 12-0 p, C, 

' X2-0 p. C. 

4- Light rnd fuel ... 

5 -op c. 

5 O p. c, 

sop c 

5. Education 

2 O p. C. 

3-5 p. c. 

S-S'p- c- 

6. Legal protection 

> l-op.'c. 

^ ' 2‘0 p. C. ! 

3-0 P-c- 

’yl Care of health.. 

‘ p. C, 

1 ' T , * 

2 iO p, c, " 

f' , 

30 p. c. 

8 , 1 . Comfort and .re- 
creation. 

1 > x-o p. c. 

1 ^ 2-S P. C. 

r ; 3-5 p.c. 

Total 

ioo-,o P c. 

I00-0p*c, ^ 

" , loo-o p. c. , 
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easily understood from the diagram. The total amount 
spent on various heads is represented by the divisions of 
rectangles 1 and the first division of the rectangles, represent- 
ing the amount spent on food, is biggest in the case of the 
rich family. - Similar considerations apply to other items of 
expenditure, . 


rERCENT' 



Fig. ,l8, IlloBtrstlog the Engel's I.aw. 

.§ 3. ' the XMPOR'TANOB of family budgets' 


The preparation and the study, of family budgets is of 
supreme importance in Economics. Not only in the field of 
Consumption, but also in the sphere of. Production, Exchange 
and Distribution, their importance is being realised with 
increasing force.’ Family budgets have profound importance 
to householders, economists, statesmen and social’ reformers 
alike, ' 
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Iniportfinc® to Hoosolioldors 

The family budgets help a householder to follow the 
principle of cqui- marginal utility.. If he has no family budget 
he might spend his Income unwisely. For instance, he might 
spend its' -major part in such recreations and luxuries as 
cinema-shows, crossword puzzles and other things of like 
description with the result that adequate amount may iiot be ^ 
left for taking care of other important items of expenditure. 
But if he keeps a family budget, he will at once detect that 
there is a big amount standing against the item of recreation 
which can be curtailed with advantage ; and if that sum is 
spent on other useful objects, he wlll'gain in total utility. 

Not only this, ic also enables him to distribute his 
income proportionately between expenditure and saving. 
He may be spending money, so recklessly as to^ leave 
very little for contingencies and bid age ; or, he might be 
saving so much as to lead a life of hardship and misery* 

If he has a family budget before him, the picture of his 
present and future requirements will come up before him 
and he will be in a position to distribute money prudently 
between expenditure and saving. In these ways and others, 
family budgets help householders to derive maximum 
satisfaction out of their income. 

Importance to Economists 

Family budgets are useful not only to householders but 
also to economists inasmuch as an important portion of 
their study is founded oti the bed-rock of family budgets. 

(1) The study of family • budgets gives an . idea about 
the economic position of the people of a country. It gives 
definite figures of the quantity and quality of commodities 
consumed by them and shows Vthe , stage of their mental 
progress. Family budgets enable economists to compare the 
economic positions of different classes of people in the' society. 
They give an accurate idea of vthe ' disparity in' the financial 
standing of the poor andi’the rich and go to make a case for 
an equitable distribution of wealth and income. Sometimes 
*bi8 comparative study takes into account the .economic 
cimditions of the people 'of two or raore'than two countries, i 
. which beats valuable fruits at times. Comparison of the'^ 
conditions of the • working class in ' America, England and 
Japan with that of the working class in India, at the present 
moment, leai^ to many important conclusions regarding the 
connection of income to efficiency, welfare and other sets of 
economic relationship. . - 

(2) A study of family budgets of a class of .persons of 
' ?■ enables an economist to find out whether the amount 

is being spent by that class of persons’^wisely or riot, if not, 
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where does the defect lie and how can the people be made 
to derive greater benefit from the expenditure. 

(3) Family budgets also show the taxable capacity of 
different families. They show how much amount is spent 
on each head, whether that distribution of expenditure is 
prudent or reckless, what is the amount of savings, etc. Such 
knowledge ’ is useful in deciding the magnitude of taxes. 

(4) Family budgets provide the xaw material for the 
construction of various index numbers, as for example, the 
cost of living index numbers. The latter index numbers 
give a correct idea, of the cost of living of, say labourers ; 
and suggest the minimum wage which must reasonably be 
given to them.^ They may, thus, go a long way in settling 
labour disputes’ over the wage question and prevent much 
loss resulting from unnecessary strikes and lock-outs. 

(5) Family budgets" are also important because certain 
economic laws are based on their study. The Engel’s Law 
of Consumption, discussed above, is one instance. It is just 
possible that further study of family budgets may result in 
the formulation of similar other laws. 

Importance to Social Bcfbrkiers and Statesmen ‘ 

Social reformers derive much inspiration and lessons 
from family budgets. To give only one instance, they 
discover from family budgets the extent of richness in the 
country, ithe extent of poverty in it, and the extent of 
difference in .the position of? the rich and the poor. The 
budgets may also give an idea of the causes and nature of 
the social* degradati6n| and misery of the masses and the 
superficial and .plentiful 'existence of the limited few. They 
may even make the basis of .a movfcment in favour of 
equitable distribution of wealth and income. Similarly, states- 
men can make it the object of their,, activities and bring 
about a reform in a decisive fashion through taxation and 
other legislative measures. . . r ’ > 

, i>) i"!'’ ' 

§4.’ THE STUDY OF INDIAN FAMILY BUDGETS ‘ 

So impdrtant is the . study of family budgets that it has 
been carried on in varloufs countries of the world 'with 
complete thoroughness and with great . advantage. In ^Indla 
too 'study, has been done, but only to a limited degree. Im- 
portant studies have been made from time to time by the Labour 
Office, Bombay. Under the auspie’es of ' the Board of the 
Punjab studies of the family budgets ‘,of ' cultivators have 
been made. In U. P. some 'studies have ‘been carried on by 
the Labour Office, 'Cawnpore and also by some' committees' 
like the Labour’ Committee, etc. Some important .investiga- 
tions have also been done independently. Of all the studies, 

19 
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■we stall like to make a mention of those of Major Jack and 
Professor G. Findlay Shittas. 

Major* Jack’s Stndy 

Majot Jack studied the family budgets of the people 
living in Faridpur district in Bengal. This was pioneer 
work and is considered to be contribution to Indian Economics. 
The line of study followed by Jack was different from that 
of Engel, but on the whole it confirms Engel’s conclusions. 
For.instarce, Jack found that the agriculturists living in 
comfort 'pend about 58 per cent of their income on food 
while those who live in poverty spend 60 per cent of their 
income on tins item. The difference between the percentage 
is not wide because the financial position of the agricul- 
turists living in comfort does not materially differ, according 
to Major Jack’s classification, from the position of those 
living in poverty. - - - ' ■ ^ 


Findlay Shlrras’ Study 

Findlay Shirrae collected the budgets of working class 
families of Bombay in the year 1911-21. He found that 
the workers who earned iess than Rs. 30 per month spent 
about 60 per cent of their income on fi od ; while the workers 
who earned about Rs. 80 to Rs. 90 per month spent about 53 
per cent of their income on this item. As such, the percent- 
age of income spent on food decreases as income increases. 
His study also confirms the truth of the Engel’s Law. 

These studies are only preliminary. There is a rich, 
varied and virgin field for other similar studies. Tt is hoped 
that in' neat future, this gulf in the study of Indian economic 
problems will be bridged over, properly and efficiently. ' 


Studies During and Mter War . ■ ^ 

The "War gave a great stimulus to the study of family 
budgets in this country. The most important work has 
been done by the Labour Department of the Government 
of India by opening a separate scctionTor collecting family 
budgets of workers and constructing Costlof Living Index 
Number on a very large scale. Studies relating to middle- 
class people have been conducted by the Bombay Guirati 
AsEOcmtlon, Punjab Board of Economic Enquiry and U, P. 
Got^rnment. In many rvartime studies, the need of study- 
ing tamily budgets has been ' repeatedly realised and efforts 
have been made in this direction. ' The lessons leamt during 
the war are being reinforced by the talk of post-war develoi^ 
ment of India. We are definite that in the'post-war period, 
and^rtimnlus ^ budgets would acquire a new importance 


f AMtLY BUDGETS 


14 ? 


TEST QtJESTlONS 


1. Whnt do you mean by a family budget ? Give a specimen form of a 
budget, 

2. Explain Engel's Law of Consumption. Give a suitable diagiam to 
illustrate your answer- 

3- Whnt is the importance of the study of family bmlcets ? Discuss 
in detail, 

4- Do yon know of any study of family budgets made in this country ? 
Does it confirm the Engel’s Law ? 

EXAMINATION QUESTIONS 


U. P. Board 

1. Whnt are family budgets ? Why are they constructed ? Are there any 
laws that govern the expenditure of large and small incomes on family budgets ? • 
(I. A., 1944) 

2. Make a family budget of a shoemaker of Cawnpore having an annual 
income of Rs 300, Clearly show bow the various items of the budget will be affect- 
ed if his annual income were to increase to Rs 3 000 (I. A., 1943) 

3. What are family budgets ? Draw up an imaginary family budget of a ; 
clerk getting Rs, 40 p. m, giving only the main heads of expenditure, and illus- 
trate by means of a diagram. ( 1 . A. 1942) 

4. State and explain Engel’s Law of family expenditure. How far is it 
applicable to Indian conditions ? (I. A , 1940) 

5. What are family budgets ? What purposes do they serve (a) to a house- 
holder, (b) to the econonust, tc) to a social reformer ? ( 1 . A., 1928 ; 1 938) 

6. ‘Ihe larger the income the lower the percentage spent on the purchase of 

articles of necessity.’ Justify the statement, (I. Com,, 194S) . ’ - < 


Raipntana Board . j 

1. State Engel’s Law of Consumption. (Rajputana, 1932 ; 1043) 

2. Demarcate the component parts of a family budget. Would you suggest 
that an Indian working man’s budget follows Engel’s law of consumption ? 
(RajJ, 1942) 

3. What are family budgets ? (Rajputana, 1935 ) , 

4. What is a family budget ? Wbat are the main items included in it ? Give 
any typical budget yon may have studied, (I. Com., 1945) 
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PRACTICAL WORK ON FAMILY BUDGETS 

It is a very impottant, b«t also dlfBcult task to a'ceitain the proportions in 
which the different classes of society distribute their expenditure between neces- 
saries, comforts and luxuries ; between things that provide only present pleasure, 
and those that build up stores of physical and moral strength ; and lastly between 
those which gratify the lower wants and those which stimulate and educate the 
higher wants. — Marshall. 


Enough has been said in the previous chapter on the im- 
portance of the study of family budgets. In our country much 
attention has not so far been paid to such practical studies. 
It is necessary for us to collect and study family budgets on 
a large scale and to derive the impottant information which 
they are capable of yielding. Important hints are, therefore, 
given below to aid the practical worker in this field of study. , 

The Collection o! Budgets 

India is a country of the illiterate. The masses of the 
country lack the ability to prepare the family, budget*; and to 
realise their importance. Even the educated classes seldom 
prepare them. As such, the person desiring to gather family 
budgets in this country has to collect facts and information 
directly from the individuals concerned regarding their income 
and expenditure, and to frame the budgets himself. This task 
involves several difficulties and^ requires great’ skill. 

§ 1 oolleotion op facts and information 

1 ; 

The collection of the basic material required in the pre- 
paration of family budgets being a delicate and responsible 
task the worker in this field must take requisite precaution if 
he wants to collect material of high quality. 

Instrnctlons for Preparatory Work 

Before starting on the actual work of inquiry from the 
persons concerned regarding their income and expenditure, 
certain preliminaries have to be gone through. 

(1) First of all you should be very clear as to what is the 
object of your inquiry. What it is you want to gather infor- 
mation about — you should be very clear on this point. If 
you have a clear notion of the object of your inquiry, you 
w.ill escape the error of collecting irrelevant information which 
u might have to discard later on ; or the possibility of 
^ some valuable information which could be easily 
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(2) You should also be cleat as to the unit of investigatioh. 
If you want to collect family budgets of cultivators then your 
unit of investigation is the cultivator and you must define 
exactly who a cultivator is. Is a man who catties on only 
agriculture and no other business a cultivator Z Or a man 
who carries on agriculture along with some other occupation 

I is also a cultivator ? Difficulties may arise in apparently simple 
* cases. For instance, if you want to Collect family budgets 
of married and unmarried persons, and if you have not defined 
® carried and unmarried person skilfully, you may not know 
in which class prostitutes should be put. Once you have 
decided what is the unit of investigation, you should stick to 
It faithfully throughout the course of yout inquiry. 

(3) You should also prepare a list of all the questions 
which you want to put to the informant. You should not 
forget that your informant is usually an illiterate and un* 
educated person and can be of help to you only if you can 
come down to the level of his mental development. Your 
questions should be as simple as possible, in thought and 
expression, so that their meaning can be grasped with little 
or no difficulty. The questions should also be few so that 
you may not burden the informant. They should not, 
moreover, be personal and inquisitive lest they might become 

displeasing. It is advisable to divide the questions in various 
groups and arrange them in a logical and connected manner. 

Instractlons lor Field Work 

This prepatatory work being done, you have to go to 
the informants to collect the necessary information. If you 
are to collect the budgets of labourers, you will have to go to 
their quarters. If you want Informations about cultivator®, 
you will have to go to their villages. Wherever you go, 
you should be very cautious that by your dress, language ori 
manners, you ,do not arouse in your informants a sense of 
suspicion. If you are dressed like a sahab,^feel shy in speaking 
the local dialect, and ask a question as if you are some 
officer, they will not care for you and may not give any 
information, or may* give wrong information. They might 
suspect that you have been sene by the Government to increase 
the land revenue, and may, therefore, understate their income 
^and exaggerate their expenditure. Your investigation will 
be wrong and vitiated as a consequence, and will be useless. 
Try to imbibe their spirit, their mode of talking and be their 
friends. Another thing that you should avoid is the display 
of inquisitiveness. If 'you are inquisitive and seem co 
anxious to know about them, they may become nervoui or 
suspicious or angry. Assume a perfectly natural way of 
putting questions and subdue your inquisitiveness. 

The questions should be put slowly and logically. 
After you have asked one question, give them sufficient time 
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for reply. Generally the answers will he mixed, up with 
plenty of irrelevant conversation, and you must put up with 
it patiently. But be careful not to give too muchi time for a 
reply lest the informant might, cook a story out of his 
imagination. If you feej that the reply is careless or incorrect, 
you rhay cross-examine the informant ; but the cross-exami- 
nation should be very cautious, in such a case you may- 
gather the same information from some third parties also, 
and if you find that the information from independent sources 
tallies with that given by the direct party, the correctness of 
your material is definitely confirmed. 

After you have made inquiries and have come back 
from your investigation you should put down the . informa- 
tion on paper. Do not try to write out these thing before 
the informant. Whatever notes you make after the investi- 
gation, may be logically written "md presented in proper 
form later. 


Qaesllonnaire and Blank Form 

A questionnaire is a list of questions- Sometimes the 
persons from whom information is to be gathered are educated; 
and can be expected to send dependable answers tc> relevant 
questions. In such a case a Questionnaire is prepared and sent 
to them with the request to send their replies. / 

When the questions to be asked are simple and little 
information is requited, a list of questions is drawn up, and 
some space is left after each question where reply ' to that 
question is to be written. Such a form is ''known as a 
Blank Form , ‘ 

The difference between a questionnaire and a blank form 
is that the former contains many questions requiring lengthy 
answers while the latter contains only few questions' which 
wn be answered- in short; jience'a questionnaire does not 
have the space where answers can be written — they have to 
be written on a separate paper— while a blank- form does have 
such space. . - , , ■ - 


FKEPARATIOK of FAMIL'V’ BUDOETS 


I 2. 


information' tis gathered, you haven 
prepare a family budget in a standardized atuf proper forn 
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§ 3. DIAGBAMMATIO BBPBESENTATION 

t 

The budgets can be diagtammatically represented. The 
usual diagram for this purpose is a rectangle. The vertical 
side of the rectangle is made to measure the percentage ex- 
penditure, so that the total length of the rectangle is taken 
be equal to 100. Then according to the percentage of income 
I spent on various heads, rectangle is divided into various 
subdivisions,' each subdivision representing the expenditure 
on a particular head. These subdivisions are coloured or 
shaded or made distinct by different kinds of - hatching. 

A complex diagram is sometimes drawn' when the length 
of the rectangle is made to measure the percent age of incomej- 
while the width measures the actual amount of income; This 
diagram is usually made use of for comparative purposes. For 
an illustration, see Chapter 18, 143, ante. 

§4. FOBM OF A FAMHiY BUDGET 

A family budgk prepared by the student should be in 
proper form. The actual shape and structure of the budget is 
not ficxd.' Different forms will be found given in various 
books and several ' others can be thought out. Below is given 
Ihs form used in the Subsidiary Inquiry (Census 1940-41) into 
the Family Budget, Composition and Specific Fertility of 
Middle Class Families. - 


JHTBOPTJCTIOH TO ECONOMICS f. 


INCOME AND EXPENDITDBE* 
A. Income received during the month of.. 


.m . 



1. Salaiy and Fees 

2. Business 

3. Gifts Or GiatnitODS Receipts 

4. Miscellaneons - 

Total . 


Expenditure incurred during the month of. 



' Rs. 1 Ks. 


("In) Ceieals and pulses 
j { 6 ) Milk 


j { 6 ) Milk 
< ic) Fruits 
i (rfl Smoke 


] {</) Smoke, drink and pan j 
vjr) AH other articles ... * 
2. Clothing including head and foot- 
wear bedding, etc. 

fia) Rent and maintenance 
I charges 

2. House J Light, water, fuel and 
^ J sanitary expenses 

j (e) Furniture and household 
V. equipment 

4. Education 

5 . Medical 

6. Servants 

7 Ceremonial and social expenses .. 
8. Recreation and travelling 
9- Payment to dependents living out- 
side 

lou Payment of debu J 

kid) Pnnctpal... 
It. Running expenses over business ... 

12. Investirent 

13. Miscellaneous 


•J am fndeltod to Bhagwan Sahay, Esqr,, I.E.S., for this form. 
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A mora etaborate form is the one used by the Central Bureau of Economic 
IntelUcence, United Provloces, in an inquiry into family budgets of mill workers 
In the United Provinces sometimes back. The tables given below are very 
thorough and systematic. 


moOD } I n. FUEL 


,Md Rs. 



Wheat 

Wheat flour ... 

Gram ... 

Gram flour - ... 

Birra (Bejbar) ... 

Rice ... 

Barley ... 

Maite 
Juat 

Bajm ... 

Dal Urd 
Dal Arhar 
Dal Mung 
Dal ( ) ... 

Ghee ... 

Oil < ) ... 

Milk 
Sugar ^ 

Gut 
'Meat 
Fish " 

Eoct 

Potato 

Other vegetables 

Salt 

Spices 

Sweetmeats 

Fruits ... 

Tea 

Total 


Firewood 


Coal f 

... 

Dung-cakes 

j 

Total 



in. LIGHT 



Kerosene oil 


oil 

ttt 

Matches 

• t. 

T olal 

... ; 

1 



IV. HOUSE RENT 


Repairs Total 


V. CLOTHING .AND FOOTWEAR 
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Atticle 


(6) WOMEN 

(ly^ Sail 
(t8) Pyjama 
(19) Lahangii 
^20) Shill 
(21) BaluVa 
122, Uthni 
l2j) lintka 
{24) Chappal , 

(zSj btockingi 

*= 6 ) 

Total, VV. 



(f) CHILDREN j I 

(27) Dhoti 
I2b) ban 
(29) Lahanga 
( 30 j Pyjama 
{31) Shirt 
V32) Saluha 

133) Uihni ... ... ] 

(34) Shoes 

( 3 SJ Chappa) ... ... ( 

136 ) Cap 

( 37 ) ... 1 

Total. C, I 

VI. HOUSEHOLD REQUISITES 

Including receipt from home 

Ut Chaipal 
(2) Re-nettiog 
(3, Daii 
(4) Kathii 


(5) Kazai 

(6) Sheets 

(7) Blanket 

(8) Utensils 

(9) Tinning 

(10) Umbrella 

(11) Mattresses 

(12) Huqqa 

(13) 


Total 

1 
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VII. miscellaneous 











58 


Item 

Cost • 












•? ® 

r 

\ 




e5? + 



Rs. a. p 


— 0 
« a 

C5 

U) 

f 

Sweepci .it ' ... 



H J 

(2) 

Batbcf 



"So.’ 

(3) 

Dhobi ‘ ..r 


> 

C3i 


(4) 

Soap 


< 


<5) 

Hair oil 




(6) 

Medicine .i.- 



aS2 

(7) 

Education 


D 


(8) 

Conve)ance 




(9) 

Travel 



s-= 

(to) 

Tobacoo 



s ^ 

(It) 

Pan Supnri 




(12) 

Intoxicants 





( ) 



*C tJt) 

( 13 ' 

Recreation ... , 




(t4) 

Ceremonials 




US) 

Kcmiltances 



c 

( 16 ) 

Postage 




07) 

Subscription 




U‘8) 

Newspaper 



% 

(t9) 

Litication ... i ... 




(20) 

Inteiest 




(21) 

Debt 



1 1 

(22) 




fa 







' Total 



0 

— -- 



fa 


§ 5. FAMILY BUDGET OF A MILL WORKER'* , 

Below Is given a family budget of a mill worker. This budget has been 
prepared under the supervision of Dr. R. B. Gupta, Labour OEcet, U. P. and Is 
based on actual figures. ^ . 

(r) Industrial Centre Ahmedabad, 

Name of the head of the family.. ....Ram Das. 

Religion and caste... Hinduism, Chamar. 

Age 40 'V'ears, > 

Province and district of origin U. P. Jaloun. 

Cause of Migration Poverty and Indebtedness. 

Time of Migration .C. 1899. 

Period of (a) Subsequent employment X. Y. Milts from 1899 to Dec. ^927. 
. (4) Unemployment— due’ to ' Re-employed in Match, 1928 

sickness from January and. since then working in 

1928 to Febraary, 1928. the X. Y. Mills. 

He remained here dut* 

Ing the period. 

■•I express my gratitude to Dr. R, B. Gupta, Labour Officer, Government M tlie 
United Provinces, who vsn kSodly spared It for inclusion in Bhis book. 
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(1) Size and Composition of family 




Nnmbecs 

* 


j Age of — 

L 

Relationship to the 
head of the family. 


a 

V 

! S 

Women 

«o 

1 

i m. 

Gltls 

•a 

>s 

O 

P 

a 

M 

5 

Wage-eanieis ... j 

n 

B 

■ 

■ 

1 ' 


The head of the 
family. 

Dependents residing 
■with v?age-eainers. 

H 

2 ^ 

1 



i , 

i year* < 

j 

His mother, wife, 

2 daughters and 
\ son. 

Uependents lesiding 
elsewhere 

fl 

■ 

fl 

fl 

— 

! 



(3) Nonml monthly family income, 


Occupation* of each 
earner. 

wage- 

Rate of 
monthly 
wages 

Rate of 
wages 
actnaUy 
received 
(Note 3) 

Monthly 

overtime 

pay 

Additiona 
earnings, 
if any, 
with 
source 

Total 



Rs. a. p. 

Rs. a. p. 

Rs. a. p. 

Rs. a p. 

Rs, a. p. 

Men (I) A weaver 

in the 






X. Y, Milb 

... 

2S O 0 

22 O 0 


6 n 4. 

33 11 4 






(Bonus) 

Piece 

(2) 

• •• 





wages* 

(3) 







Women (i) 







(2) 

••• 






(3) 

... 






Boy* (I) 

... 






va) 

... 






(3) 





' 


Girls (I) 

... 






(2) 







(3) 

-• 






incojEe 

lamily 

2S o o 

22 0 O 

— — 

6 II 4 

28 II 4- 


slioald be specified, for exgmoTe rnifnJ^ general. The paniculat occopaU' 
mechanic bat fitter, bUelcsmith, eVc., w fUs. ” 
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ESPESPrroRE ON F /OD, FUEL, LTGHTING AND RENT 


Commodilies. (TUs list 
may be extended, if 
neccss«ry) ■ 


Rice ... 

Wheat 

*Vheat flour 

'Barley 

JiiwaT 

Bajra ... 

Bejhars 

Malre 

Other cereals 
Gram 

Other pulses 
Arhar 
Sugar Igitr) 

Sugar refined 
Tea 

Sweetmeats 

Fish 

Meat .. 

Milk 

Ghee 

Salt . , 

Spices 

Vegetables ... 

, Fruits 
‘Mustard Oil 
Coconut on 
Gingily Oil 

Other oils uied as food 
Other foodstuffs 

Total for food 


I’otal 
quantity 
In the 
month 

Total cost 
in the 
month 

Commodities 

Total 
quantity 
in the 
month 

Total cost 
in the 
month 

Md, 1, cb. 
090 

KS 4 Aa p» 

too 

Coal 

Md. s. ch 

Rs. a. p. 

0 

0 

too 

Charcoal ... 



0 

0 

800 

Firewood ... 

1 30 0 

too 

048 

080 

Caster Oil ... 

0 

M 

0 

0 

0 

070 

loo 

Other fnel and 
lighting. 
Expenditure on 
fuel, etc. 


. 



1 3 » 0 

170 



Rent per month 

... 

380 

■020 

000 

000 




00 

0 

0 

Q 

O) 

0 




3 28 0 1 

12 5 0 





fiXPENDlTOBE ON CLOTHING, SHOES AwD OTHER NECESSARIES 
BOUGHT EVERY MONTH 


Articles : (List of articles 
should he extended so 
as to include all 
those in use) 

No. of 
articles 
in use 

CLOTHING 

AbF Men ; — 

Dhotics 

I only ... 

Pagri, turbans or caps 

Bandi 

^Shiit 

i only ... 

rCbats and waistcoats 

Dhusa or Lohi 

Shoes 

I pair ... 

Angocha 

I only ... 

F<sr Women : — 

' 

Lahnga 

2 only ... 

Choli 

2 „ ... 

Chadar 

I „ ... 

Dhoties 

2 ,, 

For Children ; — 

Dhoties ... 

2 ••• 


Cost per 
article 
when 
bought 

Total 
cost of 
articles 

Estimated 
No of 
months 
that article 
will last 

Estimated 
cost per 
month on 
average 

Rs. a. p. 

Rs, a. p 


Rs. a. p. 

t 4 0 

140 

12 months 

0 1 8 

080 

080 

t2 •. , 

008 

140 

140 

12 „ 

018 

0,50 

0 S 0 

.*/ 

0 0 S' 

: 0 4 - 5 ' 

120 

240 

12 

030 

080 

1 0 0 

‘2 „ 

0 I 4' 

0 10 0 

0 10 0 

12 „ 

0 0 10 

too' 

2 0 0 

12 „ 

0 2 8 "' 
0 7 - 10 “ 

0 10 O' 

140 

12 „ 

018 
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Articles : {List of articles 
should be extended 
so as to include all 
, those in u«e) 

No, of 
articles 
in use 

Cost per 1 
article j 
when 
bought 

Total 
cost of 
articles 

Estimated 
No. of 
months that 
article will 
last 

Estimated 
cost per 
mooth on 
average 

For Chil<iren 

^Continued) 

Saries 

K.uttas ... ,... 

Cap 

Choli 

Lanhga or pyjama 

Shoes or sandels 

Angochas 

Total 

2 only ... 

2 ,, ... 

Rs a. p 

060 

040 

“Its. a. p. 

r 1 

0T2 0 

0 S 0 

1 

12 toontbs 

iz „ 

- 

Rs. a* P- 

'040* 

0 0 8/ 

° 3 A 

Total 





015 X 

Hotiuhold Requtuia ; — 






Charpoy 

2 

T 4 0 

280 

'^yis ... 

0 r t 

Razai 

I 

500 

■ S 0 0 

s „ .. 

0 • 0 to 

Tjftensib 

6 


‘400 

7 ... 

' 0 0 d 

Blanhets 

\ 

380 

380 

4 f 

0 I 2 

Umbrella 

T 

12 0 

12 0 

2 .. 

0 0 9 

Katharis 

2 





Totat tstimated atexage 

1 




\ 

monthly expenditure 


i 


1 

1 0 4 Ti. 


MIaOELLA^EOUS EXPKKDITUBE 


Item 1 

Cost per month 

. Remarks 

Baihet ... ... 

Ks a. p. 

040 


Dhobi 

Medical fees and Medici oe 

060 

— 

Education 

TtavyUng expenses to and from' woth ... 

a - 1 J 


Liquer and bhang 

« *t 

* 

Pan supatl 

1 


Amusements 


- 

Payroctit to dependent members of 



not tending witb tbe {nmity 

1 402 


Inlerest on debts 



Any Other item ... ^ 


- 

Sweeper 

04 0 

■ 

Grinding charges , ' 

Repayment of debt 

0 g 0 
"3 0 

- 

Payment to married daughter 

1 2 0 

Me pays Rs. 13/8 .per 

Total 

to 0 2 

year to his daughter 


J*- 


ABSTEAGT OF EXPE -DITURE 


Food 


Ky.' a* 
12 S 

P* 

0 

- 

Clothing and footwear 


0 15 

7 


Rent ... „ 


3 8 

0 


Fuel ant) lighting 

•• ! 

' 1 7 

0 


Household requisites 


0 4 

7 


Miseeliannom 

... 

10 0 

2 



Tot-il ^ I 2S 8 4" 

lialaBct! o! incoine oT»-t etpepdita»e . | 4.20 :j' of” 
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Tlio student may strike off the percentage expenditure on 
each item and draw his own diagram. 

I 6. FAMIEY BUDGET OP AN ABTlSAU (POOR CLASS).* 

Name and address of the Head of the family. — Nazar 
^Moharamad of Baburi. 

Occupatioj} — Weaver. Caste and ReUgion — Mohammedan. 
Number of members in the family — Men- 1; Women— 1; Children 
— 4 ; (Chiidren under la to he counted as half adults) ; Total— 4 ; 
Period— one year. D,\te of Enquiry — 22nd December, 1940. 

Annual Income Ss. 146-0-0. 


Items of expenditure 

1 

> Quantity 

^ Bate 

Amount 

spent 

1. FOOD 

(o) Grains and Pulses 
-(z. 



Rs. a. p. 

Wheat 

1 md. 

10 .'■■eors 
per Re. 

O 

O 

Eice 

5 mds. 

8 seers 
per Re. 

25 0 0 

Bajra, jwar, maize 

5 mds. 

12 seers 
per Re. 

16 10 0 

Gram 

1 md. 

3 Rs, per 
md. 

3 0 0 

Arhar 

20 seers 

8 seers 
per Re. 

O 

00 

Urd, Moong or Masur... 

(6) Vegetables and Fruits 

3 mds. 

3 Rs. per 
md. 

9 0 0 

Vegetables 

(c) Sundries ^ 

2 as. per 
i month. 

i 

For 

year. 

J 1 8 0 i 

Ghee 

2 seers. 

12 chs. 
per Re. 

2 10 O’ 

Gur 

4 mds. 

16 seers 
per Re. 

O 

o 

o 


•Prepared by Mr. Nagraj Ran of Hotisb Chandra College, Benares, t am 
indfcbled to its anthoi and to Prof. K. K. Shah who supplied it to me. 
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Items of ex- 
penditure 

1 

Quantity j 


Amount 

spent 

Bemait 

Salt 

Spices 

Tea 

12 seer 

8 as per 
month 

2 as. per 
seer 

For 1 year 

1 

Rs. a. p. 

18 0 

6 0 0 

'020 

1 

Rarely in 
winter 



Total 

18 14 0 


II, CLOTHING 

rShirts and 
j kurtas ... 

} Jackets ... 
k Dhoties - 
Caps 

Shoes 
f Sheets 

2 

2 

4 

1 

2 pairs 
2 

2 


2 0 0 

10 0 
'4 0 0 

1 0 0 

2 0 0 

1 8 -0 1 
0 4 0 

Linen 

prepared 
at home. 

’ . 

Bough ts* 

! Prepared 

1 at home. 




Total 

1 

11 12 0 



Items of expenditure 

Amount spent 


Rs. a. p. 

1 0 0 

Total 


"iVl^HBAT and light 

Fire-wood 

Kerosene oil ... 

Vegetable oil ... 

12 0 0 
' 3 0 0 

3 0 0 

Total 

(o) , Medicine 

Stationery 

, tc) Other expenses 

Total 

. — 18 0 0 ! 

1 

0 8 0 I 
4 0 0 

2 0 "^0 ’ 
6 8 0 i 


Remarks 


Own house. 
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Items of expenditure 

Amount 

spent 

Remarks 

fVL MISCELLANEOUS ' '' 

(«j) Social attd religious .,expensos ■ 
and charity 

{b) Legal expenses ... 

(c) Services and entertainments 
Barber 
, -Washerman 
■Pan and Tobacco 

Travels ... . . 

Other expenses 

Bs a. p. 

1 

10 0 ' 0 

0 8 0 

18 0 

3 0 0 
’ 6 {! 0- 
18 0 

3 0 0 

1 

Total 

6 8 0 


VII. SAVINGS AND INVEST- 
MENTSOash 

1 6 0 


' Total 

16 0 


PERCENTAGE OP TOTAL INCOME SPENT. ON CHIEF 
' ITEMS 

Heads of' expenditure 

Amount 

spent 

Percentage 
of total 


.1. Food - ' . ..r 

81 14 0 

I ’ 56 / 

2. Clothing ... 

11 12 0 

8'' 

3. Housing ... 

10 0 

0-6 

4. Heat and light . ■ ‘ ,■ , . ... 

18 0 0 

'13 u 

5. Health andmduoatioh... „ ... 

6 8 0 

’ 4 * 4 ' 

■N - . 

0, Miscellaneous m ... ' 

25 8 0 

18 , 

7 . Savings and ‘investments , ... 

.16 0 

; . 

1 


• 

Total ' 

( 

... 

146 0 0 

100-0 








Note . Diagiammatic leptesentatlon ..A) of the above h given on page 130. 
21 












1G2 '■ brfRoiiUOTibK WltCONOMICS- ' ' 

§ 7. FAMILY BUDGET OP A MIDDLE CLASS FAltlW*^ 

Name — Gangadhar Pant, Patni Tola, Benares. 

Income— Rs. HO per month. 

Number of Members in the Family—^ men, 2 women i 
Z children. Total 7. 

Period — I month. Date of tnq«try--l4'2-’41. < ' 


Items of expenditure 


Quantity 


Rate 


I. POOD 

(a) Giain anrl Pulses 

"Wheat ... 

Rice 

Bajra, Jawar and 
Maize 
Gram 
Arhar 

TJrd and Mung 


(b) Vegetables 
Fruits. 
Vegetables 
Fruits 

tc) Sundries 


Milk 

Ghee 

Sugar 

Sweets 

Gur 

Salt 

Spices 

Tea 


and 


0 seers 
20 
5 


9> 


10 

7 

3 


35 . seers 


60 seers 
10 „ 

9 

2 „ 

6 „ 

4 „ 

1 scor 

i .. 


Amount 

spent 


8 srs. a rupee 

,, ^ ^ 
10 ' „ i, 

10 . 
6 „ ,, 

6 „ „ 


1 a. per .seer 


6 ers. a rupee 

11 Re. a sect 
4i srs. per Re. 

I Re. per seer 

12 seers a rupee 
1^ anna per sr. 

Re. 1 as. % pies 
8 per seer. 

Total , ... 


Us. a. p. 

3 12 0 

3 10 3 
0 '8 0 


0 0 
2 8 


0 8 0 


2 .3 '0 
2 0 0 


10 

15 

2 

1 

0 

0 


0 

0. 

0 

8 

8 

5 


0 12 
0 9 


45 6 3 




*l>fr»tcatiy .Mr. S. N OiUWi otlUiUJi Cli»D(Jni CoJlCj,®, M win 
^ I Kl. K. 5v, bhaVr, my tha&ka »ic liiws. 


horn an<i 


Bomarks 
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Items of expenditure 


1 r* 




Quantity 


Amount spent 








il. OLOTHIHG 



Bs. a. p. 


Coats 


1 

( . 6 0 0 


Shirts and Kurtas 


1 

18 0 


Jackets 



18-0 


Dhotis 



3 0 0 


Banyans 

*«« 


0 8 0 


Caps 


1 

' 0 6 0 


Shoes • 


1 

2' 8 0 


Socks 

•«* 

1 

0 6 0 


Sheets 

• •• 

1 

14 0 


Towels 


2 

0 12 0 


Total 

... 

... 

•17 12 0 


m. HOUSING 




• 

Rent 





Repairs and white-washing 

... 



Total 

• "• 

... ’ 

7 0 0 j 

- 

IV. HEAT AND LIGHT 





Fire- wood ... 

* • • 


0 8 0 


Kerosene oil. ... I 

* ««m 

• ... 

2 0 0 


Vegetable oil ... 1 



0 4 0 


Electric charges , ^ 

• •• 

» ••• 


, 

Other fuels 



o 

o 


Total , (' 

• •• 

•«« 

- ■ 4 12 0 


V. health AND EDUCATION 




ia) Health:-— ■, . 





'^Doctor’s fee ... ’ ; 


• •• 

10 0 

' 

Medicines . ; 

*.• 


0 8 0 


(b) Education 



- 


Tuition and other fees - ' 

• •• 

•«« 

6 0 0 


Books and stationery 

.4. 

»•« 

14 0 


Other expenses ' •' 

... 


- 4 0 0 


Total 

\ u " 

... 

12 12 0- 



Remarks 
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ISTRODUOnON TO E00N0MI03 


Calcatate tdlexpensasoa a montWy basis and classify the items undei (jenetal 
heads and lepiesent yout ciassificatlOD by a diagram, (I. A., 1932) 

5 Onfiet -Bbat general beads would yon classify experjditure of a railway 
clerk getting a monthly salary of Ks, 45 ? Draw np his family budget and represent 
by means ol a diagram, (I A , 1931) 

b. The following ate the dally expenses of a workman unless otherwise 


slated— 








Rs. a, p. 



Rs. 

a. 

P. 

Ata 

.. 0 2 3 


Wood 

••• 0 

I 

0 

Ran 

... 0 0 3 


Oil for cooking 

... 0 

0 

3 

Kerosene oil 

... Q 10 0 a month 

Religious and 

other 



Rice 

0 0 9 


expenses 

...to 

0 

0 a ^eat 

Vegetable 

...003 


A pair of dhobs 

3 

0 

0 per six 

Sweets 

0 S Q 

dOa 




month 

One pair of shoes 

...I 80 

do. 

Salt 

««t 0 

2 

0 a month 

Tobacco 

..a 0 Q 6 


One coat 



0 a year 

Sweeper 

0 4 0 

do. 

Cinema . 

3 

4 

0 a month 

Municipal house tax 

.*s 0 5 0 

do. 

2 Safas 

— f.. 4 

12 

0 a year 

Country 'iquor 

a*. 3 0 0 

do. 

Renewal of'charpal..; 1 

4 

0 a >ear 




Debt- payment 

\ 4«W ^ 

0 

0 a month 


Calculate all expenses to a monthly basis under general heads and represent 
your classification by a diagram. ( 1 . A,, *930) 

7. Write out imaginary budgets for two families whose incomes are Rs, 20 
' pet month and Rs. 2,000 per month respectively. Explain the difference in the 
ptupottlon spent under different heads in tbe two budgets. ( 1 . A., 1925) 

Raipalana Board 

U What arc family budgets ? Make out a possible family budget of aU^ X 
Indian aitfson for a period of one month. (I A„ 1932) , 

2. State EngeVs l.aw of Consumption and iltustrate It by preparing two 
budgets, one of a teacher drawing a salary of Rs. 30 per month and the other of a 
carpenter with an income of Rs 30 per month. A.', 1932) 

Other Exaimmms Bodtea ' 

1 . What is a family budget J Construct oue aud explain Engel’s law. 
fUagpur Arts, & Com., 1942) 

2, Explain EugrPs law of consumption. Draw up a rough family budget of 
the following persons under these heads ; 

ft") Food, (rr) Shelter or tent, (Hi) Clothing, (i») Savings, tel Amusement, 
Luxuries and other expenses. . , 

A peon earning Rs. 20 p. m. 

A pleader earning Rs. 200 p. m. 

' A Banker earning Us, 2,000 p.m, fRagpur,-- 1 . A., 1941) ' ' 



CHAPTEB 30 

INCOME. SPENDING AND SAVING 

iVhen it is matUt of spending income everyone wis^ips tn tr„t n. i. 
r l,le for Ws money, and is, tfiemfore, anxionsTst throve of hn 

should be as low as possible.-Za^-ren '^“8* he 

§ 1. INCOME 

We had discussed in a previous chanter that in the. rKv;«,j 
e stage of civilisation human beings used to satisfy their 
If !h.V felt hunger, they plucked & 

killed some animals, and ate them up. If they wanted 

“if L .covering or hut. Other waLs were 
.uilarly satisfied by ones own direct efforts. In course of 
me this stage of direct satisfaction of wants was sunerreded 
F the stage of indirect satisfaction of wants. In the modem 
.jciety a man makes an economic effort which brines him 
ertain money income. He spends this income on the^obfeS 
jf his desire and thus satisfies his wants. The satisfactioi S 


IK COME 



Y^ou may come 'across certain persons even today who 
may be found to satisfy a large number of their wants directly 
Nwithout the intervention of income. This is more true of 
people living in villages than of those living in cities. In 
villages there are persons who grow the corn they consume ; 
stitch the clothes they wear ; prepare the house they live’ 
under ; cook the food they eat ; and satisfy other wants 
through their own direct efforts. But such cases are rare and 
cover a comparatively small part of the whole field of economic 
wants. As a general rule, it Is the income which plays the 
'central part in the satisfaction of wants. Efforts bring income ; 
which, when spent, brings satisfaction. 
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Calculate all expanses on n monthly basis and classify the items ssnder 5;enetal 
heads and represent yonr classification by a disEram. (I. A., 1931) 

5 Ondct yrhat general heads would you classify expenditure of a railway 
clerk getting a monthly salary of Rs. 45 1 Oraw up his family budget and represent 
means of a diagram. ( 1 . A., 1931) 

6 , The following are the daily expenses ol a workman nnles: otherwise 
stated— 


Ata 

Pan 

Kerosene oil 
Rice 

VcgcVahle 

Sweets 

One pair of shots 

Tobacco 

Sweeper 

Mnnlciral house tax 
Country liquor • 


Rs* 

p* 



Rs. 

ft. 

P* 

a 0 2 

3 


IVood 

0 

1 

0 

s, 0 0 

3 


Oil for cooking 

... 0 

0 

3 

.a 0 10 

0 a month 

Religious and 

other 



..00 

9 


expenses 

...10 

Q 

0 

..00 

3 


A pair of dhotis 

. 3 

0 

0 

•s 0 S 

0 

do. 





..18 

0 

do. 

Salt 

... 0 

2 

0 

... 0 0 

6 

' 

One coat . ' 

1 ^."-2 

■»* 

0 

... 0 4 

. 0 

dOe 

Cinema 

— ' 3 

-4 

0 

... 0 5 

0 

do. 

2 Safas 


12 

0 

... 3 0 

0 

do. 

Renewal of chatpalli. t 

'4 

0 




Debt- payrnent 

2 

0 

0 


a year 
per six 
month 


a year 
a month 


Calculate all expenses to a monthly basis under general heads and repreient 
your classification by a diagram. (I. A., 1930) - - ~ 


7, Write out imagruary budgets for two families whose incomes are Rs. 20 
■ -per month and Rs. 2, 000 pet month respectively. Explain the difference in the 
proportion syent under different beads fn the two budgets. ( 1 . A,, 1925) 


Ralpolana. Board , 

1. Wliat are family budgets ? Make out a possible family budget of au ^ 
In^n artlson for a period of one month, fl. A„ 1932) , 

2. State Engel’s Iaw of Consumption and illnstrate it by preparing two 

hadgets, one of a teacher drawing a salary of Rj. 30 pci month and the other of a 
carpenter with an Income of Rs 30 per month. (I; 1932) 

Other Examliung Bodies' ■ ^ ‘ , 

1. What is a family budget ? Construct one and explain Engel’s law. 
(Nagpur Arts, & Com., 1942) ■ ' ' ' ' 

3. Explain Engel’s law of consumption. Draw up a rough faridly budget of 
the following persons under these heads : ■ , • „ , 

(f) Rood, (li) Shelter ot rent, {Hi) Cmihing, {iv) Savings, -.(e) Amusement, 
EuXunes and other expenses. , . ^ ^ - 

^ A peon earning Rs. 20 p, m ^ _ 

A pleader eariungRi. 200 p.nu ; ' ' ' 

V A Banker earning Ri, 2,000 p. m. (Nagpur, — I.’A., tgai) 





CHAPTER ^0 

INCOME. SPENDING AND SAVING 


A'heJS it is matter of spending income everyone wislies to get as much as 
b!c for his money, and is, therefore, anxious that the price of the things he 
should be as tow as possible . — Layton 


§ 1. IKCOME 

J. 

We jhad discussed in a previous chapter that in the ^rimi- 
) stage of civilisation human beings used to satisfy their 
Its directly. If they felt hunger, they plucked some fruits 
killed some animals, and ate them up. If they wanted 
, Iter,* they made a crude covering or hut. Other wants were 
Jilarly satisfied by one’s own direct efforts. In course of 
oCjthis stage of direct satisfaction of wants was superseded 
the stage of indirect satisfaction of wants. In the modern 
ciety a man makes an economic effort which brings him 
rtain money income. He spends this income on the objects 
t his desire and thus satisfies his wants. The satisfaction of 
knts thus comes through income. The following diagram 
I ^ lustrates this process"; 


INCOME 



You may come across certain persons even today who 
may be found to satisfy a large number of their wants directly, 
■vwithout the intervention of income. This is mote true of 
people living in villages than of those living in cities. In 
villages there are persons who grow the corn they consume ; 
stitch the clothes they wear ; prepare the house tney live 
under ; cook the food they eat t and satisfy other wants 
through their own direct efforts. But such cases are rare and 
cover a comparatively small part of the whole field of economic 
wants. As a general rule, it Is the income which plays the 
central part in the satisfaction of wants. Efforts bring income ; 
which, when spent, brings satisfaction. 
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Items of expenditiire 


VI. MlSOEIi-ASrEOXIS 

(a) Social and religious feasts 

isirtlis, marriages, deaths, etc. 
Religious expenses and charity 
{]}) Legal Expenses 
(c, Services and Entertainments 
Barber - 
Washerman 

Sweeper ... 1... 

Domestic servants . . 

Pan and tobacco 

(Intoxicants 

Travels 

Correspondence 
Amusements 
Other expenses 


Total 


VII. Savings and investments 

Total 


Amount 

spent 


) 


d 


a 

o 

P5 Y 


Bb.' a. P- 
2 0 0 
2 0 0 


0 8 0 
1 » 0 
0 6 0 
6 0 0 
10 0 

1 O'O' 
0 5 0 
10 0 
0 10 0 

16 5 T T 

6 0 0 

■'X'cTl 


PERCENTAGES OP TOTAL INCOME SPENT ON OHIEP ITEMS 


Heads of expenditure 

Amount 

spent 

Percentage 
of total 

]. Food.. 

Bb. a. p. 
45 € 3 

• 41 • 

2, Clolbing 

17 12 0 

16 

3, HouKuig 

7 n 0 

6 

4. Heal and light ... 

4 12 0 

5 

5 . Hvalth and education 

12 12 0 

12 

6. Misoelluncous 

16 0 0 15 

I. Sating- and investments 

j 6 0 0 

5 

! 

Total 

1 110 0 0 1 100 


Rts«v;al»noii oi iSie iCwre U g!«D on }*«« iB). 
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Fig. W. Diagtammatic tepresentatlon of the foregoing budget. 



Fig, 20. Diagrammatic representation of the aforesaid budget, ' 

EXAMfNATION QUESTIONS \ . • 

' J 

J. P Board 

1. Under what eetrerjl heads would you classify^ the expenditure of an 

artrsan ? Draw up his family budget and represent it by means of diagram. 
(I. A., I 939 j , , , , , 

2. A ouItivafoT in a village has an annua! income of Rs. 6o. .A clerk in the 

town gets an equal amount. Please compare and contrast their expenditure under 
the following heads , 

' Food and drink, fuel and light, education, health and sanitation, personal 
services,, litigation, religious and social functions, household furniture, recrea- 
tions, travel and correspondence, savings. (I. A., 1936] ' ' . - ' - i 

3. What are family budgets Prepare the family budget’ of an Indian 'artisan 

for a period of one month. Classify the items under general heads and represent 
the classification by a diagram (use graph paper). ^ ^ (I, A., 1934) 

4. The following are the expenses of a' svorkman : — 



Rs 

. a. 

p- 


Rs. 

a. 

p- 

Ata 

••• 0 

2 

0 a day 

Sweeper 

... 0 

4 

0 a month 

Pan 

0 

0 

3 a day 

Cinema 

... 0 

6 

0 a month 

Wood 

• 2 

0 

0 a month 

Charpai 

... I 

2 

0 a year 

Oil and ghee 


0 

0 a month 

Kerosene oil 

... 0 

2 

0 a week 

Rice 

... o‘ 

0 

6 a day 

Dhotis 

... 2 

0 

0 a year 

A pair of shoes 

... I 

S 

0 a year 

Salt 

... 0 

2 

0 a month 

Tobacco 

••• 0 

3 

0 a sveek 

Other clothes 

... 3 

12 

0 a- year 

House rent 

... 3 

0 

0 a month 

Country liquor 

... 2 

0 

0 a month 

Sweets 

... 0 

8 

0 a month 

Religions and 

social 



Vegetable 

... 0 

0 

6 a day 

expenses 

... 6 

0 

0 a year 

unicipal tax 

... I 

14 

0 six month 

Debt payment 

... 2 

0 

0 a mop 
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Disposal ol Income 

The satisfaction of the present wants is achieved for the 
most part through income ; but the whole of the income is 
not available for this purpose. The income earned by a person 
is devoted to two groups of objects, as follows ; 

(a) Social Objects : (t) Compulsory Payment— Tax, and(iO 

Voluntary Payment— Charity : , , / 

(b) Personal Objects *. (t) Spending, b'i) Saving, and (itt) 
Hoarding. 

Social Objects. A modern man lives in a society and 
derives certain conveniences and privileges from communal 
life. He, in turn, subjects himself to certain liabilities to the 
society. He has to pay taxes to the Central and Provin- 
cial Governments and to the Municipal Board,' so that the 
administration of the country, province and cities may be 
efficiently carried on. The payment of taxation is, of course, 
compulsory ; but there are cases of voluntary expenditure 
incurred for the benefit of the society. Money given as 
charity to the poor, endowments and donations to educational 
and other philanthropic institutions are some of the examples. 

Personal Objects. However, a substantial and large part 
of incorne is spent on personal objects or on the satisfaction 
of personal wants.*^' The amount devoted to this purpose m?-'^ 
be either (j) for -the -satisfaction of immediate wants, or (if;. • 
for the satisfaction'' of future wants. The devotion of income 
for the satisfaction of the present wants ts known as spending. 
The amount set aside for the satisfaction of future wants 
is known as (0 hoarding, if the amount is not utilised in 
some productive manner, as for example, if it is closed in 
an Iron safe and kept there fox future use ; or iti) saving, 
if this amount is used productively e. g., if it is deposited 
in a bank on some interest. The following chart illustrates 
this classification of income. 

- INCOME -■ 


(Spent on personal 
' ' objects) 


f — 
Immediate 
-'wants 1 

, ..-1 - ■ , 

Spending , 


.V 

Future 

wants. 

, i 


iSp'ent on social objects 


r~~ 

Voluntary 

'.’payments 

Charity 


^ A 

Compulsory 

payrnents 

Taxation 


' (~ 

Hoarding 


Saving 


: 




m 
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Mela of several places are the living examples of Such fairs. 
Other fairs took purely commercial form. The cattle fair 
of • Bateshwar in the United Provinces and Sonepuc in Bihar 
ate good instances. ' 

Periodical Markets or Painths. The marketing facilities 
were also provided by temporary markets or painthr, a form^^ 
of marketing still in existence in India. " ' 


The local painik of each village is held once or twice a 
week and on fixed days. Generally a group of villages join 
together and fix their respective days of painth in such a fashion 
that a merchant may pass from one village to another in a 
round, setting up his shop everyday in a particular village 
and upsetting it in the evening, to open it again the next 
morning in the next village. The painth Is, as it has ever 
been, a very busy day foe the village, and is usually attend' 
ed by merchants of the neighbouring places. 


Shops. Hawkers, fairs and markets are today impot' 
tant mostly in rural areas ; they ate not important in cities. 
All the modern cities and towns have petmanfenc markets 
where shops are opened on a permanent basis. Indeed, 
shops have begun to penetrate even into the villages. The 
shop-keeper displays, and stocks the articles sold by him. 
The shop may be of a simple type containing few good{/ _ 
and fewer varieties of each good ; or, it may be a very large 
shop stocking many varieties of countless commodities. A 
big shop is sometimes divided into a large number of 
departments, such that you can purchase everything yod 
like from alpln to aeroplane, from one department or the 
other. Such shops ate called Departmental Stores. Thefe 
ase. on the other hand, some shops in which all the articles 
are sold only for one fixed price. Such shops are called 
"one-price shops." 


Bxhihttions. Exhibitions provide ' another opportunity 
for the spending of income. The scope of an exhibition is 
determined by the area from which it draws sellers. For 
instance, if sellers belong to one district only, it is called 
district Exhibition. If the sellers of a Iprovince as a wiiole 
are represented in the exhibition, it is known as provincial 
exhibitions. If, on the other hand, businessmen from all^ 
congregate in it, it is called a national 

Wono evcD international exhibi- 

tions are organised m the important trade centres of the 
world where all the countries of the world are represented. 

taow ,h. giod. 'ss. z 



INCOME, SPENDING AND SAVING 


171 


be had of. Moreover, exhibitions are the meeting grounds 
of several'producers of the same articles who by comparison 
find out the defects and shortcomings in their own wares. By 
this healthy competition, the standard of craftsmanship is 
raised. Again, exhibitions provide the place where goods of 
even distant merchants^' which may not be otherwise available 
:j'‘in the town, can be purchased. . , 

Generally it is seen that villagers cannot afford to come 
to exhibitions ; or that exhibition's are not organized at the time 
when a manufacturer wants to advertize his'- goods. To meet 
such cases,' exhibition' train's and exhibition lorries are run. 
Principles of Spending or Shopping ‘ 

From the sources of purchasing goods, ■ we now pass on 
to the principles w!iich ■ should be followed in making 
purchases. This discussion- may seem useless to those who 
think that the spending of money is a ^ery easy job; our 
wants are so numerous ithat one may, spend thousands and 
lacs of rupees within a short period. .’But the wise expenditure 
of money is a very difficult task, requiring as it does enormous 
skill and experience. The test of efficiency in ispending money, 
is the derivation of the maximum possible satisfaction out 
of the amount spent. This depends upon two sets of fhctors 
(t) the method of spending ; and (ii) the prices of commodities- 
t purchased or general price level. - .1 

(i) Method of Spending. .The method in which money is , ^pent 
is an important factor determining the amount' of satisfaction 
obtained therefrom. Some people have the ,qualitie*s y/hich 
make the money go a long way ; while others do not\^know 
how to spend money properly. The qualities, which lead to 
success in spending are the following : ^ 

(ti) Exact Knowledge of One's Requirements. If a man 
wants to derive maximum satisfaction, he should Jcnow ' 
exactly what he requires and should purchase only the 
required articles. He should. buy just those articles .which 
he wants, and should not goiin for an article . simply • because 
it is so attractive or because it is being sold at. a cbeap.price. . 

• (&) Ability to Compare the Urgency of^Various' Wants. A 

man should also be able to compare the intensity of various 
' wants, to arrange them in order of their intensity, and to 
"^pend money on them in that o-der. If so, he will, be in a 
position to satisfy his most pressing wants first and less 
pressing wants afterwards ; he will be able to follow the law 
of equi-marginal utility and derive the maximum benefit out 
of his expenditure. . . 

(c) Ability to Judge the Quality of Goods. If a- person is a 
good judge of the quality of. things that are. .being offered, for 
sale, he will easily. pick .up the things of right quality. ' He 
cannot be misled to purchase a bad but attractive article in 
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place of a good but less attractive one for the same price. 
Cheapness or general attractiveness of certain articles v?ill 
not delude him, and he will be guided by their intrinsic 
qualities in his purchases. 


(ti) Knowledge of Places Where Best Things are^ Sold. In 
order to be able to get maximum benefit out of one’s expcndi- 
ture, one should know the places where a particular thing' 
is sold at the cheapest price. He should not stick to a ncign- 
bouring shop simply because it is near and easily approachable; 
but should always purchase things from the shops where 
articles ate cheap in proportion to their respective prices. 


(e) Bargaining Tact. He should also be good at bargain- 
ing and higgling. In the advanced countries of today higgling 
is disappearing or declining ; but has not become obscure, 
and is liable to persist in wholesale and other trades. In out 
country, in particular, higgling holds an important sway, 
and one who does not' know how to bargain is generally a 
loser in his purchases. It Is a common experience that 
whereas an ekkawalla may begin by demanding 8 annas, he 
may end by accepting 3 annas ; a fruitseller may demand 
Re. 1-8*0 a seer for grapes, but he may accept only 12 annas 
a seer. In such cases the possession of bargaining tract 
is a great asset. J, 

(fi) Prices of Commodities Purchased, or General Price 
Level. Besides the personal qualities discussed above, the 
prices of goods 'and services which are purchased also detcr- 
minethe amount of satisfaction derived from expenditure. 

If prices of commodities in general rise, then, other things 
remaining t he same, the buyer will be able to purchase fewer 
articles than before and will obtain less than the anticipated 
satisfaction. Similarly, if prices in general fall, he will obtain 
more than the anticipated satisfaction; The average price 
of the commodities habitually purchased by' a person is called 
the general price level. It is this general price level and 
the personal qualities of the buyer which determine how 
successfully he is able to spend his money. 


I 3. ECOISOmca OE 8A,VIEG HOARPITSG 

According to the analysis of income presented in § 1, 
saving is that part of income which is set aside in some pro- 
ductive form for meeting future wants. Saving is to' be 
differentiated from hoarding which can be defined as the 
putting aside of income 'in ah unproductive' manner for the 
satisfaction of future wants. If a man puts a sum of 
Rs. 5,000 in an iron safe to be used in future, he does not 
use the money productively ; therefore, it shall be called 
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hoarding. But if he deposits this sum in a bank at interest, 
he uses it productively and this will be called saving.® 

Saving versus Hoarding 

The money hoarded is a dead loss to the owner and to 
the country at large. You may be aware of certain misers 
who arc very averse to spending ; nor do they like to entrust 
their money to the bank lest the bank may fail or their 
actual wealth may be known to other people, particularly 
the income-tax officers 1 They lock-up their money in an 
iron safe or bury it undergound and are happy to possess it. 
This sort of hoarding does not yield any material welfare 
to the hoarder ; the money hoarded is as good as not possessed. 
Such money is of no use to the country at large which almost 
loses it since it cannot be devoted 'to any productive 
purposes. Hoarding is, therefore, to be discouraged. 

Saving, on the other hand, is beneficial to the saver and 
the country alike. The person who puts Some money, spy, 
in a bank for a “rainy day’’ earns interest during the period 
he does not require it. The money deposited in the bank 
is lent out to industrialists, traders and agriculturists and 
goes to increase the wealth produced in the country.® 

§ 4. SPENDING AND SAVING 

Belatlon between Spending and Saving 

The relation between spending and savingjhas been lucidly 
explained by T. S. Penson in the following words : "Spending 
and saving have one thing in common. In both cases wealth is 
given in exchange for certain goods and services, but the differ- 
ence is that the goods and services are not put to the same use. 

In the case of spending, the goods and services are applied direct- 
ly to the satisfaction of wants ; in the case of saving, the 
goods and services are applied to the production of other wealth, 
and so they bring satisfaction of wants indirectly instead of 
directly. For example, if a man who was about to spend 
£100 on additional furniture changed his mind and bought 
instead new inventions or appliances which would enable him 
to get more work done in a given time, he would have substi- 
tuted saving for spending ; in each case a purchase would have 
been made, but the use to which the thing purchased was put 
was wealth production instead of wealth consumption. 

“It would appear then that spending and saving are both 
essential features of our everyday economic life. Wealth is 


2 The motives ieadiag to saving have been discussed in Book III of 
this Volame. 

8 Saving it will thus be appreciated, is synonymous with ‘capital’. Saving 
means conversion of ‘wealth’ into ‘capital*. , 
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only produced because there is the desire to consume it,- but 
since capital, the result of saving, is one of the ‘ necessary 
factors of wealth production, wealth must not only be produced 
for present consumption, it must be produced also for consump- 
tion at a future date."^ 

Spending vs. Saving . ^ 

It is sometimes argued as to whether saving is more im- 
portant than spending or spending is more important than 
saving. A-tguments are given on both the' sides by the advo- 
cates or the opposing camps to their own satisfaction. We 
shall point out what these arguments are and what are their 
defects. 

Those who think that saving is more important than spend- 
ing argue that saving leads to the accumulation of capital, so 
that if we have plenty of Capital we can increase production to 
enormous extent. This will give rise to an era of prosperity •, 
trade will he brisk ; labourers will find better and wider employ- 
ment than before ; businessmen will earn decent profits ; 
matetial prosperity will be visible on all sides. 

This argument of tbe saving group is only partly correct. 
Prosperity is not the result of production alone. Goods 
produced must be sold. The sale of the goods produced is the 
teal crux of the entire business problem. One might inctease^J-- 
production to any ex^mt, but if he cannot dispose of the goods 
produced, that production will be of no account. It will, on 
the other hand, lord to a “glut” in the market, sagging prices, 
trade depression, shrinking production, decreased employment 
and low wages. But the goods produced can be sold only if 
people spmd money. The conclusion, therefore, is that pros- 
perity, which, it is supposed, can be brought about by an 
iircrcase in saving, tcqultcs for its support increased expendi- 
tve. As such the idea that saving is more important than 
spending is not accurate. 

The argument of the advocates of spending group is 
sitnilatly fallacious. They a.jue that if people spend money 
free’y and on a large scale, gc jds will be sold in plenty ; trade 
activity will be increased ; production will get a stimulus ; 
employment will go up ; wages will also look up ; and an era 
of prosperity will set in. ’ 

• argument can be easily criticised. It envisages the 

circle of prosperity as a result of increase expenditure. In- 
crease expenditure, it is said, leads to increased production. 
But increased production cannot become an accomplished fact 
unless saving on a large scale has been done, so that sufficient 
capital IS available for large scale production. As observed 


•‘Peesan, Tif Semimia tf Evzrjdnf li/e, Voi. i, pp, 51-5*, 
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above, saving is as much nccessaty for economic prosperity 
as spending. 

It is, therefore, abundantly clear that for the economic 
•welfare of a country, saving and spending are both important. 
Just as both the legs of a man are necessary for walking, 
similarly both saving and spending are necess&ry and essential 
for the proper functioning of the national economy. Nobody 
can say which of the two legs is more important, for both 
are necessary for walking ; similarly it cannot be stated, 
with any show of reason, whether saving or spending is more 
important in the interest of the economy, because no economy 
can be prosperous without either. 

Another Form o! Controversy 

The controversy as stated above is evidently misplaced ; 
no party to the controversy is absolutely correct The con- 
troversy can be presented in a slightly different form, when 
it becomes quite sensible as well as important. We may very 
well ask : Should a country spend more or save more at any 
particular moment i This will depend upon the requirements 
of the moment. If at that moment, the country in question 
has enormous capital accumulations so that the entire output 
is not likely to be sold off, it is essential that emphasis be laid 
on spending. For instance, during the recent trade depression 
of 1929—32, there was a glut in the market and spending was 
of better help to the economy than saving. If, on the other 
hand, there has been disproportionate spending of money, at 
a particular moment, so that the capital resources are exhausted, 
obviously saving is more important than spending. For ins- 
tance, after the last Great War it was found that countries 
had been spending money very recklessly during the war with- 
out any regard to their capital accumulations, with the result 
that after the war much capital was required. At a time like 
this, saving is more important than spending. 

How is Saving Mafle In Practice ? 

We have discussed the problem of spending vs. saving in 
theoretical aspect. Let us now examine hr>w doe's a man decide 
what amount of his income he should spend; and what amount 
he should save. If we look around us and try to study the 
..osychology of those who save something, we would get an 
-Answer to our question. 

Broadly speaking, persons can be divided into two 
classes, viz,, i 

(j) Those who save a certain percentage of their income, 
and decide to spend only the balance. There ate some persons 
who deposit sav 25% of their salary or income in a bank, and 
spend only 75%. These are the persons who have control on 
their expenses, who have coolly and carefully mapped outJ heir 
requirements, and who are systematic in their general outlook. 
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But it dees not necessarily follow tlvat their expenditure is 
wise. Their expenditure, in relation to saving, will be wise i 
in 75% of their income, they live well and without dimculty. 

(ii) Those who spend money freely and whatever remains 
with them at the end of the month is kept by them as saving. 
Such persons attach greater importance to the present 
to the future, and are generally careless in their plan or ex- ^ 
penditure. Though it is possible even ihere to exercise some 
control on expenditure, but this control is bound to_bc 
weak. Here also we cannot say that the expenditure is wise ; 
on the other hand, since it is planless it may be very unwise. 

None of these methods is, however, ideal. The first 
method is too rough and unscientific. There is no sanctity 
about any particular percentage and it would be foolish to say 
that if one saves a certain percentage of one’s income, it wiU 
be a very wise thing. The second method is too careless and 
does not attach proper importance to saving. What one shomd 
actually do is to very carefully find out his items of expend^ 
ture and try to so arrange them than he lives decently and 
according to his status. He should try to envisage his want 
of money in future ; and he should determine his savings 
accordingly. Thus his present expenditure should be deter- 
mined according to his needs and status, his savings according^ 
to his future needs ; and m his manner a proper proportion^ 
should be maintained between spending and saving. " 


TEST QUESTIONS 


1. Show the put which income pla)s 5 n Ihe economic activities of a moiicrn 

man. 

2. Analyse income into its component parts and give a short descciption of 
each of them 

3. j Wiite an essay on 'Shops and Shopping’, 

4. Wbat aie the possible sonrees from where purchases can be made? 
What are the principles of spending money ? 

5. Dirtingnish between saving and hoarding and give their respective 
advantages ond disadvantages. 

6 “Spending is more important than saving to , the raatcriai welfare ” 
Comment. 


examination questions 


'' I Discuss with 
(U. P., 1945) 


etamples the relation 


□etwecD saving and 


2. 


What IS the object of saving ’ How does a man decide what amount of 1 
he should spend, and what amount he shonld save I (U. P., 1943) 


•r* VI iiav IS viic Uiijclit Ul S^VJDg ^ tit 

income he should spend, and what amount ue suuum save r tu. 
3 What is the relation 0' saving to spending ? (U. P„'i934) 

a— t j- . 


V ajiCDaiog ( j u, t'*, 1934 / 

inrmi- m ® community is >tQ spend ont 

(Catat’ta^^) ’’’ew saving is always better than spendin 
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SOCIAL ASPECT OF SPENDING 


The law interferes hardly at all with a man’s methods of spending his 
money so far as it affects only himself, but it doe; to a certain limited extent 
control his expenditure in cases where it is likely to be in actual conflict with Ihe 
general interest. — Pinson. 


§ 1. EFFECTSlOP INDIVIDTTAL SPENDING ON SOCIETY 

In the foregoing chapter we surveyed the effects of 
individual spending on the particular individual concerned. 
It would be readily appreciated that since an individual lives 
in a society and his "actions effect its well-being, his method 
and nature of spending have telling effects on the welfare of 
the society he belongs to. He may benefit or harm the society 
through his spending? By spending money on healthy and 
salutary obiects he may contribute to his productive efficiency, 
add to the richness of the society as a whole, and form an 
ideal for others to follow. Or, he may indulge in harmful 
/^i:onBumption of intoxicating drugs and liquors and things of 
that nature, make himself inefficient, prejudice the richness of 
the society, and set a bad example for others. ' 

The effects of an individual expenditure on society can 
be studied under two heads : (t) effects on production ; and 
(») effects on consumption, 

Efiects on Production 

An individual’s method of spending has considerable 
bearing on production, for closely follows the demand ; 
whatever iS demanded is produced. Thus production may be 
good or bad, may be more or less. More speclficially, the 
following are the effects of individual expenditure on produc- 
tion : 

(a) The method of individual expenditure may divert 
productive resources (labour, capital, etc.) from one channel of ' 
’’ production to another. Productive resources are devoted to 
the production of those goods that are demanded and taken 
away from the production of those goods the demand for 
which slackens. This diversion of resources may be good or 
bad from the point of view of material prosperity. If, at any 
particular moment, housing scheme for labourers is the most 
pressing necessity, but some rich fellows demand beautiful and 
costly clothes, productive resources will be diverted to the 
production of the latter ; such diversion will be socially 

23 
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iniutious. This sort of misdirection of productive resoutces 

can be checked by the State interference. 

(b) The nature of individual expenditure may lead to the 
employment of labourers in healthy and useful avocations 
or in dangerous and injurious lines like the production of 
explosive and arms, etc. ?The former are beneficial to 
labourers ; but the latter take a heavy toll of human life, 
while many of them develop many abnormal and injurious 
tendencies, for crimes and such other nefarious acts. 

(c) A consumer may, through the nature of his expends 
ture, inctease or dccteaae his efficiency which will be reflected 
in his productivity. He ^ may thus make ^he spciety^xich or 
poor. He may exert similar infl.uences on others with similar 
results. , I 


Effects on Consnmpllon 

-The nature of the expenditure of an individual affects 
nature of expenditure of other members of society as 
well. The instinct to follow others is strong in human heart. 
The social ties strengthen this tendency. If a person takes 
to drinking, he may persuade others to indulge in the same 
vice, arid the habit msy spread. Again, if his resources are 
considerable. He may monopolise the nutritive articles for 
himself and for his class, thus leaving only poor varieties^ 
for the consutuptiorv of the poor. This is more possible 
when it is initiated by a group of persons than by an indivi- 
dual alone. 

' . - - . ’ ^ ^ . o 

§ 2. STATE INTERviifTIO.N IN ^SPENblHG 


It is sufficiently obvious from the above discussion 
that individual spending has a tendency of affecting the society 
either be^ficially or injuriously. To do- away wiuh the 
harmful effects on society which individual spending is capable 
of, govertunenta - generally interfere and control the injurious 


Opinions differ on the point whether the State is justified 

indeed kn age-long problem in -i 
Ecmnomics and politics, on which there has • ever been a 1 

So’ne persons hold that the function^ 
to look after the national ^defence of 
the country and the maintenance of peace and order It has 

no nght to interfere in matters so personal Ts soendin? 

There ar^ on the other hand, other thinkers who vest t^e 
State with all possible Dower-? 

has a right to interfere wherever it likes Thp^°rn 

is that which steers midway, .between these attitude 

rh, s,... rtouu ffnfer.t'r.h.'s/ 



r*'*'"’!* r'vS “f '-s;?» s>« 

I’jo si'" ^Vorw Si>" S'to 

“««• »“S S “ ^’d pS Vf' 

°' ssr Voyf poJ«'’ ripStM. 

-Sep ■^'Sp” eS'PPJ'Ji^'V *' '“'' 

f «ucU iutetiete nUESriOi^S 
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2 . the State Sntetfete lo IfidlTl.tuat «t*tr(!lr.g ? Wh*t i» 
opinior en H'e point 7 

3. Give 'tone illuittalien o< Sutc fctrrfer'r.ce in spen'Hitj: lo InJiatir 
nbtnad, 

4. Write *hott notes on Sumplnaty Laws, Piice Control «nit Rationing. 

VXAMlNsSTlON QUESTIONS 

/ 

U, P. Bo.ard 

r, U It ol any conresuenee to rreiety how n jiCTSsn r|Krad» ills Ineonie 1 
Should society inleifcte with tniiividnal lilieity In spending. (1, A , IPS'*!, 
1940) 

2. What is ttie relation r.| saving to spending ? la it o( any conserjaente 
to society, iiQvi an induidual iperds hi* Income? Shotihl rnric'y interfrrn wish 
a man’s Ithttly In sperdinu money ? (I. A. 1034*1937) 

3 Discuss the various methods whetehy a rich min can affect other 
niemiicts of the society liy the mrnnet in which he mates ij*e of ihc jnmey. 
(1. A., 1930) 

«. What is saving ? 'Saving is a personal and social duty,* UapJsln 
tin. truth tit this staiemcot. U- Corn,, 1944) * 

Rajputann Board 

l >>1 tom tl.c social point o' view paving 5s always hitler than spendiVg : 
Do )0« ttftrct MUh ihu ? . I'uUy cxptain yom tinswer, 0, A„ *9^4) ^ 
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LUXURIES AND WASTE 

The consomption of luxuries should be Indulged in only after all are 
provided with necessaries. This is 'a moral principle that commends itself to all 
civilised communities and finds indirect expression in positive law , — Seagtr 

We shell now take up certain special problems of in- 
dividual expenditure, and their social repercussions. We shall 
also consider what should be the attitude of the State on 
such matters. These problems relate themselves to luxuries 
and waste. 


'§ 1. THE PROBLEM OF LUXURIES 

t Luxuries are generally consumed by the rich and sup- 
posedly they derive the benefit at least worth the price they 
pay for them. But if we look nt luxuries from the point 
of view of society, we will find , that their consumption 
cannot be definitely and categorically approved or disapprov- 
''ed. The consumption of luxuries has been defended from 
social point of view ; while it has also been subjected to 
serious criticism from the same angle of vision. 

Social Benefits o! Laxories 

Society derives the following benefits from the corisump- 
tion of luxuries. 

1. Luxuries are necessary for human progress. A 
luxury has been defined’ by Professor Gide as the ' satisfaction 
of a superfluous want ; and as the word "superfluous’’ is 
associated with some accusations, luxuries are usually looked 
down • upon. But a thing does not become condemnable 
simply because it is superfluous. As Voltaire once remarked, 
even superfluous is sometimes necessary — a remark which 

j applies with -much force. Everybody of us must have some 
'’^luxuries to consume; otherwise he will be reduced to the 
position of a beast of burden, with no variety, pleasure and 
richness, in life. Every want was, in fact, considered a luxury 
at the rime' of its origin and had it then been suppressed for 
being superfluous, society would have today been in the stage 
of barbarism. ’ , ' 

2. Generally luxurious articles are very artistic and 
require skill and refinement. The consumption of luxuries, 
therefore, raises the standard of artistic excellence. 
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3. The desite to get luxuries, at present unattainable, fir« 
ambition or leads to the putting forth of greater . 

mind and body. When a man sees some persons 
luxuries in plenty, he feels a prompting to do the same, in 
feeling inspires him to work hard and mote cmciently so xn» 
he may be able to increase his income and enjoy the lusutics 
he pines for. An ordinary labourer inspired by these motives 
may in course of time become a boss, then the inventor o 
machinery, and eventually the owner of a factory. 

4. The consumption of luxuries raises the standard ot 

living A rise in the standard of living discourages procrer- 

tion and thus checks over-population. Before the newly 
married couple, the question which frequently arises^ ist 
“A car or a baby,” and the former often wins I It is in- 
teresting to observe that the rich have fewer children than 
the poor. 

5. Luxuries, like precious ornaments and stones, con- 
stitute a form of insurance in the days of financial dif&cultie^ 
This is the reason why women of our country attacB so much 
irnportance to their gold and silver ornaments ; for after the 
death of their husband or in difficult days during his life, tb*y 
may be of use to the family. 

6. It is sometimes mentioned that the consumption of 
luxuries creates employment. Suppose, a rich man makes 
grand show of fireworks and invites his friends and relations 
to witness it. Employment will, then, be given to fireworks- 
makers, to drivers of conveyances In which his friends and ^ 
relatives will come, and so on. But this point, .ns yve shall 
presently see, is not quite correct, 

7. ' Luxuries, it is sometimes mentioned, leads to the 
transference of wealth from the rich to the poor. Generally 
luxuries are consumed by the rich who give .money to the 
poor who supply them the articles of luxury. This point again 
is nottiuite correct as will be shown below. 

Social DIsadvaotages ot Lusarles 


1. A strong argument against luxuries is that their con- 
sumption is generally confined to the richer sections of the 
community. Thus a few rich men are" able to enjoy joy> 
flights and joy-rides, to pass their davs in' what Bernard Shaw ^ 
stvles'as “resourceless loafing and consumption of chocolate's, 
cream, cigarettes, cocktales, - novels and illustrated papers”. 
The poor people never get a chance to enjoy them. Luxuries 
thus go to make a difference between’the rich and the poor 
look very wide, a factor which has led to "revolutions in 
various cotmtries of the world. In our country ’ in the older 
days luxuries were few and far between and the .'distinction 
between the poor and the rich was very imperceptible. Social 
life had a smooth running. But now with .the increase 'in the 
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facility, number and popularity of luxuries, the gulf betvireen 
the rich and the poor has become very wide and these fwo 
sections are now represented as foes rather than friends. 

2. Sometimes the poor are also able to enjoy some' 
luxuries ; but this is not free from mischief. The poor have’ 
very slender resources and the tise of luiuries often t&kes 

•fplace at the cost of necessaries and comforts. Sometimes' 
luxuries are very injurious to the poor and deteriorate their 
efficiency. Licjhbf is a luxury of this charactAr.- 

3. Some people believe that it is wrong to say that luxu- 
ries raise the standard of art of the community. Articles are 
now produced through mechanical appliances in the factories 
where skill is not much needed. It is only in those few 
businesses where hand work still persists that the luxuries 
may be said to encourage art. 

4. The statement that luxuries create employment is 
not correct. If money is spent, not on luxuries, but on some 
other more useful commodities necessary for efficiency and 
healthy living, there will be no less employment and briskness 
of trade, 

5 The argument that luxuries lead to the transfer of 
. wealth from the rich to the poor is also a shady one. The 
amount of, money, that a rich man gives to the poor for 
j^‘the supply of luxurious articles, is not kept by the latter 
entirely for himself. The preparation of the article requires 
costly raw materials and sometimes costly tools as well. 
The labourer has to pay for them and a large portion of what 
he receives, thus passes out of his hands generally into the 
hands of the rich persons who deal in such costly things. Thus 
in essence, some rich persons pay money to other rich persons 
through the medium of labourers. The transfer of wealth 
from the rich to the poor does not actually, take place. 

§ 2. WASTE 

"When we spend money on certain objects, we expect to 
receive some return. This return may be more than, or less 
than, or equal , to, the amount paid for the commodity pur- 
^ chased. When the expenditure on a particular object gives less 
^ utility than the amount spent, it is called Wste.’ Waste may, 
therefore, he defined as the spending of money without deriving 
a corresponding benefit or return of satisfaction. 

Examples of waste can be easily imagined. When fruits 
“go bad,” when one leaves food uneaten in a dish, when a 
work is left incomplete, in all these cases waste takes place. 

An expenditure Is called waste either from the point of 
view of the individual, or from the point of view of the 
society, or from both the standpoints. All the examples given 
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in Ac pteviouB paragraph ate, the examples of waste from 
both, the individual as well as the social standpoints.- A t e 
given by a rich man may not be a waste from ms point or 
view — he may feel that he has derived as _ much benefit as tne 
cost of the entertainment ; but little importance may e 
attached to such fleeting enjoyment from the social angle o 
vision and it may be considered as a social waste. 

I 3. PESTRXJOriOH oFPBOPEETy AND EMPIA3YMBNT 

Destruction of wealth, accidentally or deliberately, btinw 
with it no satisfaction and is, therefore, waste. It Is asserted 
by some that destruction of wealth creates employment 
the wealth that has been' destroyed has to be replaced. This 
argument is, however, fallacious and is known as “Mal^-wotfc 
Fallacy’’. It is certainly true that - if a glass pane is broken, 
or a book is tom away, or a house is reduced to ashes, each ot 
these things will have to be replaced, and employment will 
thus be created for their producers ; but had they not been 
destroyed, the money devoted to their replacement would have 
been spent on some other useful objects. The person whose 
glass" pane was broken might then have purchased some sweets 
for bis family *, the student whose book was torn to pieces 
could then haVe purchased a fountain-pen ; the house owner 
whose building has burnt down, could then have purchased a- 
machinery. Employment thus would have been created even 
in the absence of any destruction of property. The creation 
of employment is based on expenditure .and whether the ex- 
penditure is for the replacement of the destroyed property, or 
for the purchase of new articles, is immaterial so far as the 
total volume of employment goes,. It is, of course, in the 
interest of the nation that its wealth may not be destroyed and 
it may not be made poorer in this fashion. 

ArPENOIX TO CHATTER 2* 

Tb* broioD p«De 


k 


Etxiderfdc BmUm, a Ftencb rconomH o£ grent repute, bas given" the storj- 
c( the Brtitn Ainr tn one of hi* capita) essay*, known ns Sophisms of Econom'es 
which It rcpttxinced hclcw . ’ 


Hue yao ever had ccenrion to witnia the fury of the hoa-jt barnejs Tacaues 
Bonhamrae.wh-n Ins scapegrace ton has broken a pane of glisi ? Jf .on have 
yau cannot {«.! to have cbje.-aed that ail the hystsndets, there thirty of them.' 

mro-a t' “’''•'“‘•'one. acd that such aendenU |iv-e a 

mip.altade EaeiyWjy .matt he- If r.o windows were hroken. what wonld 
iKccme of glarien Ao«, thij fjrrajls of condolence contains a ih-ore which 
t .1 rtor-er CO !a.- • wd in this very simple case, because it is cxactlv the 
the. ry wo.ch unfortunatet/ governs the grea-er part of our cconom.c institution's! 

j *' ^’cco.rei Eccessarj to expend six fnacs in lenairino the 

dam.ee. .-you mean to ary thaltheaeddcntbnngs in six francs to the gllxier! 


\ 
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and lo limt extent cncoufagcs hli trade. I grant it fairly and frankly and admit 
that yon reason justly- 

The £t.isier arrives, does his work, pickets his money, robs his bands, and 
blesses the scapegrace son. 

TA/rl it toAitl tt)( tet- 

Bat if, by way of deduction, you come to conclude as Is too often don**, that 
it is a good thing to break windows - that It makes money circulate and that 
cnconragcmcnt to trade In general is the result, I am obliged to cry, halt 1 Your 
theory stops at what we see, and takes no account of tohat we don't see. 

We don't s'e that since our burgess has been oirligcd to spend his six francs 
on the thing, he can no longer tpetrd them on another. 

We don't see that if he had not this pane to replace, lie would have replaced, 
fi’t example, his shoes, which are down at the heels ; or have placed a new book 
on his sbelf. In short, he would have employed Wi six francs In a way In which 
he carinot now employ them. Let ns see, then, how the account stands witli 
trade in general. The pane being broken, the glatier's trade is benefited to the 
extent of six francs. Tint is what we see. 

If the fane had not been broken, the shoemakers or some other trade would 
have been encouraged to the extent of sK francs. That it what we don't see. 
And if sve take into account wlut sve don’i see, which is a negative faet, as well 
as what we do sec, which is a positive fact, we shall discover that trade in general 
or the aggregate of national industry, has no interest, one way or other, whether 
windows ate broken or not. 

Let us see, again, h iw the acc mnt stands with Jacques Bonhotnme. On the 
last hypothesis, that of the pane being broken, he spends six francs,, and gets 
neither more not less than he had before, namely, the use and enjoyment of a 
pane of glass. On the other hypothesis namely, that the accident had not 
_,t^happened, be would have expended six francs on shoes, and would have had the 
enjoyment both of the shoes and of the pane of glass. 

^ ' Now as the good burgess, Jacques Bonhomme, constitutes a fraction of society 
at large, we arc forced to conclude that society, taken in the aggregate, and 
after ail accounts of labour and enjoyment hive been squared, has lost the value 
of the pane which has been broken]; 

TEST QUESTIONS 

t. Describe the advantages and disadvantages of luxuries. Do you approve 
of the consumption of luxuries ? 

2. What do you mean by waste ? 

3. “Destruction creates employment ; therefore, property may be deliberately 
destroyed.’' Comment. 


EXAMINATION QUESTIONS 

1. What ate luxuries ? Some people ate not at all in favour of luxuries, 
- Are they right? Discuss the advantages and disadvantages of luxuries in 
^ society. ( U. P. Arts, 1943 ) 

2. Explain with examples the difference between waste and consump- 
tion. ' Do both affect production in the same way ? (U- P. Coro , 1944) 

3. Discuss the view that free expenditure on the part of richer classes 
tends to increase employment by making money cltcaiar. (Delhi, 1932) 

4. What ate luxuries ? Is there any social and gconomic Justification 
for them ? (Delhi, 1929) t 
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CHAPTER 23-43 


PRODUCTION 



A State, according to Plato, is formed because the individual 
is not able to supply all his wants by himself, but only 
when he makes common cause with other men, and 
devotes himself to one single industry for the 
common good, on the understanding that 
the rest arc doing the same. Thus 
arise the separate trades of 
farming, building, weaving and 
shocmaking, and this divi- 
sion of labout is best. 

— J amea Bomr 
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ICHAPTERS : 23. Meaning of Production TA. Factors 
of Production 25. Productive Efficiency 26. The %aws of 
Returns 27, Gifts of Nature or Land 28. Nature's Gifts to 
^iidia : Physical Environment 29. The Forest and Mineral Wealth 
of India 30. The Agricultural Wealth of India SI. Irrigation 
Un India 32. The Power Resources of India 33. Labour 31. 
Quantity of Labour 35. Efficiency of Labour 36. The Papula.- 
tion of India 37. Capital 38 . Enterprise 39. Organize*' ‘ 
40. Division of Labour 41. The Scale of Production 42. 
of Business Organization 43. Nature and Problems oi 
tion in indial \ 
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MEANING OF PRODUCTION 


A school o{ riecch econoinists of the iSth century, the Physiocrats, gare 
currency to the belief that agiicuUure h productive in a special and particular 
cen«e They even 'uent so far as to characterize nranufacturing and mercantile 
nuisuits as sterile, or unproductive. Complete knowledge of the real nature of 
ptoducfton'has emancipated most minds from these misconception,— 

I 1. WHAT DUES-PROBDCTidis MIAH ? 


Human beings have to make some effort in order to 
atisfv their wants. This effort is meant to change the form 
existing matter in such a way that it may acquire the 
desired utTm^. the want-satisfying power. The existing 
atter may be of no use in its original .state ; but after a 
^ nee in its form is brought about, it comes to possess 
tilitv Obviously, what a man creates by his effort is not 
tnaTtcf m fact cannot be created, but utility. '"Tne ^ 
!?n^-fAvmntion- of matter tesultifag in the creation of utilities '^ 
isEnowti as E foduc tiogZIIIFio^uction ' roa~y.~ therefore, be 
defined-as the^'eation of utilities.^ 

~ Let us take some concrete examples. A mason, building 
house simply puts • ^icks. mortar and cement in such an 
^ dcr as to give them the shape of a house. He does not 
°*^eate matter — bricks, mortar and cement are not made by 
Wm • he simply creates utilities— the-house-has-gteateiLJitiiity 
than* the utili^-.oX^bHshs, mo rtar an d cemejit_ separately, 
^mifarlv, a taffdr* first cuts piec es of requit ed sh ape from a 
^fl of clotK anXtKcX stlccherthem- with"thtea3“.,an3 prepares, 
qav a. coat. He”3b'es not create ‘mrBttei—cloth"~or "thread are 
not made by' him' ; he' simply cieates utility— the coat has 
Greater utility than the articles it is made of. A weaver, 
again, does not create cloth but re-atranges the yatn in such a 
rnanner that cloth is produced which has greater utility than 
yarn. A potter in making pots out of clay, a goldsmith in 
. making ornaments out ot gold, a carpenter m making chairs 
out ot wood and a miner in digging out ore from the 
bowels of earth, all create utility, and n\)t matter, and are, 


■ iTo cieaW new malter Ss more than it is given to man to do. Hence, by the 
.»,m orodnclfOD, in its widest sense, we mean simply the btinging forth of new 
ds— the discovery of new nlilities, the change ot trsnsfoiiraiion of alteady 
^tatinpcoodslntonewnulitics-inasecondaiycrd more limited sense, produc- 
•i.r, is an increase of icscnices, in so far as goods pndnetd satisfy greater 
MBcls. than those employed in the prodnttion itself. Ktschcr, /r-'fjo/to 
j;, Sw, Vol. t. p. «I9. iTranslntion (mm the German by I.blor.J 
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therefore, producers. By production, it may be repeated, we 
mean the creation of utilities and not of matter.® 

Prodactlon as a Branch o! Economics 

Production as an economic act may well be differentiated 
from production as a branch of Economics. In the former 
sense, production is the creation of utilities ; in the latUt 
sense, it is that division of Economics which studies the 
problems relating to the production of wealth. Students 
should clearly note these two applications bf the term ‘pro- 
duction’. . . ' 


§2. KINDS OF UTILITY . , 

Utilities ate created in six different ways and are divided 
into six classes accordingly. Corresponding to them are six 
types of the process of production. 

(1) Form Utility. When util ity is created by. changing 
th e form of the matter .' it fi~caTIeyf5rm utili^. ^Fhe^r- • . 
pcThtcr wK? gives to a log of wood the fo rm'^ oFa ^avc^ the 
blacksmtftr wKo ^ves'"Eo~cKe'”irbn the" Form™dfli 'Kanitner-; 
and th^ goldsmith who gives to„the_go]d^the_^form of a 
necKVfcie,' all"cTea\e^form'~utility. ln_ theTcreatibn oF^form 
utilityi It'haa^been'ajjtly remarked, there is the ' widest possible - 
range of operations^ mechanical or chemicalrfrom that of the 
agriculturist by whose intervention the' black. 'earth of' the 
praxrii' is ’ transmuted ^Into golden" grains, to that of the lace- 
maker whose whole ihdustry is ' to arrange his gossamer into 
fantastic shapes. ' ^ 

Th is form of production iacludtt3.,aU— the j ext^ c'tive 
and manufacturing industriesr Extractive industnes - aretBbse 
industrie s in w hich men are engaged in exlractirTg' of"^ tawing 
forth"T:aw jnaWids'-'ftom -the- lap" of Nature -'foTi^staheeF^ 
^i'Culcufe, rninmgT^SresfcYJlafr d « fi 'sbefr.-' ' Maniifacturirig " 
indusrties, _ SnTThe' "other hand, are those ' industties .which 
give different forms of useful 'articles to the raw materials, 
for iiistauce, cotton textile mills, . sugar factories and steel 
factories, ; , ' 

• ^ {1) Place Util%xy. The utility created by the removal of 

-The definUion ot pioitoctjon AS tl e creition oS -Bulities is, in the opinion 
of Prof. Nicholson, end others, not strictly aecniate . Economics, they say, is not 
concerned with each ar^a every type of utility ; it stttd res a utility only if it tjas 
v«loe. Economics studies Health which consists of -goods und services having 
vslue-in-exchange ; so that -htse goods and services which have no value-in- 
exchange are net studied in Ecoaoiuics. Strictly speahing, therefore, production 
should be defined as the ' creation of values. Professor Nicholson defines 
production as the "creation of economic utilities’’ ; ."ind thinks that by so defining 
ir we wiii get rid of several vagne and iacunsistent ideas pop-alariy associated with 
this term. Bnl as we have the letm ‘value’ to connote the same sense as econo- 
roic ntiiities, it will hr better to define ptodnclion as the creation of value. 



rSodied in 

t^® ®the danccT citizens, a • created 

?.fe’ Ind ptope^’^T - ^tiUc^ wbicb j^^^^iedge 

W® ^^odpeciS' i TTtjUty- . ®4«». is knovrn as rigement 

^ {6T of knotvledsc i^atlve ^ich mav. ’ 

^VieictOte- 



^ appear 

d advantages- - the ad^e^*^^® 

tells one . 

vc^^'^'^tdTe^usetoents -b.ch production 

^‘S^ctivc. ^.^^^,sion s^°^®cS^because 

^ The above 018C oduce n*^n.\.i; Carper^' 

-«raoSS: SJgs 

■atilitv- „ nToducers as tncY la-v-jets, . facets. O 


*' Mcopatto® "SElwSrSu""- 

s:rS| »' 

tav? roatet nccUP'-TlO'" 




MEANING OF PRODUCTION 193 


ducers to consumers, are known as commercial occupatiqns. 
Such occupations ate of three varieties. 

(a) Distributive, They include the activities of the per- 
sons who actually distribute goods among consumers directly 
or indirectly. -'Whole-aalers,- (retailers, commercial travellers 
^ are all engaged ih' distributive occupations. ' ' 

{b) Transport,, It relates itself to the movement of goods 
from one place to. another. Railway transport, motor trans- 
port, etc., belong to this category. 

(c) Banking and Insurance. Banks finance the movement 
of commodities and ^ also give monetary help to wholesalers, 
retailers and consumers in diverse ways. Protection against 
fire and, sea risks and other contingencies is provided by in- 
surance companies. ' " 

3. Service- . ^ - 

The professions of rendering services are those in which 
service is rendered either direct to consumers or to the public. 
The former is khown as direct .service ; and the latter, public 
service The services. of doctors, lawyers, teachers and domestic * 
servants ate direct services. The services of civil servants, 
High Courts Judges and constables ate public servants. 

TE-T QUESTIONS 

1. Explain' the meaning of Pioduction fully. 

2 . •‘PtodncHon Is the cteation of economic utilities.” , Comment , 

3 Describe the various processes of production. 

4. What are the kinds of utility jou know of ? Describe fully. 

X A're' these producers t Musicians ! traders ; sweepets ; teachers ; stock- 
exchwge -dealers ; speculators; actors; painters ; sadhus ; insane persons ; 

wivei ? ‘ 

•" ... examination questions 


I 

ing arc 
student, 

2 . 


3 - 


What do yon understand li} ‘irroductioo” ? Consider whether the f..ir<jw- 
ptoductive workers : W famer, (A) trader. (f> domesric servant, (.fj College 
Gi\e reafons, (^^jputana, 1 . A„ 1940) 

What IS the meaning of prolucti n in Economics? 

(Punjab. I. t\„ 1934) 

Explain production. What ate the factors of production ? 

(Calcutta, i. A , igsy) 
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FACTORS OF PRODUCTION 


' .Thanks to a traditjon dating from the time of the first 'economuts, three 
agents of nioduction have always been distinguished j land labont 
Tb's threefold division has the advantage of simplicity, and there seems to be 
no need to abandon it,— Gide 


' ' |l. faotobb of production 

There are certain things which contribute tolptqducti^. 
They ate, therefore, called the factors j>f production>''^e 
factors of production are chiefly two : (i) the personal exer- 
tion 'or' effort of human beings ; and (tt) the objects to which 
the exertion is applied, vlf a hunter wants animals, he must 
make an effort to kill them ; and the animals which he wants 
to kill must exist. Similarly, the grass-cutter who wants 
to cut grass must devote himself to' the purpose and the grass 
which he wants to cut must be in existence; These two 
requisites are indispensable for production ; without either , 
of them, no production is ''possible. These ^j?t> requisites 
of production are known in Economics as (t) Labour, which 
^,refers-.to_tbe_jperaonal__exetrtpn ■ of %uma n- beings 
'' l£5i.ox_Gji/ts^f_®turii ■ which "signifles ' the oBjects provided 
-hy Nature and which men'.'lSda pC'Tot'thei r 'uW.^'’'^; “ - 

The importance of these two .factors of ' production 
was realised by man during Jthe' da^ys of 'his earliest habita- 
tion on this planet, It . was also appreciated by him'fairly 
early that his efforts could be made more effective if he 
could have some implements,- or weapons to aid his efforts. 

. priimtive hunter had^eallsed that he could kill more 
atiimals if he had a spear ; and the grass-cutter had similarly 
felt that he cqmd cut grass quickly and' plentifully if he could 
have a book. * This cxtetnal implement or appliance, which 
increases the effectiveness of human effotts, and which 
emerged as a third factor of production at an early stage of 
civilisation, is known as ' >' - ■ 

These arc the three chief requirements of productive effort, 
namely, , 

'There arc two_ essentfal factors in alJ prodnetive ptocessei ; nature and 
tnan. Nature figures in production as an aggregate of materials and blind forces. 

Acting in conformity with invariable laws, she destroys as readlly'as she creates 

Man, on the contrary, appears as a being with conscious purpose. He also destroys 
— not ruthlessly, however, as nature seems to do, hut in order to gratify his wants. 
Seager, 0/. Cit., p, 3 s. 
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The Natural—Giks of Nature. ‘ ' 

T2) The Persona!— U&n's own energy and skill. 

"~^3) The Artificial — That which man has made to help him 
in his effort. 




Natural forces J 

o 



VVflofE ' Efforts 

c 

Personal activity •, 

«: 

ti 

o' 

Artificial aids < 
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Production of 
wealth 




Which brings 
satisfaction 
of wants 
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and con8id«able capital, a organization of produc- 

orgamsed ^ the aaot p d ^.Q^operation of tbe' various 

° v”, in.por».M and aeparata Jactot 
production. “-Organijution occupies a v«y rapottant 
in the production of wealth in modern times.-y 

-Production on large scale involves considerable 
imcertaintv. If the goods produced are not sold, enormous 

loss is suffered. The risk has become especially great because 

of the fact that the markets for commodities now 
become international. Bisk-talnn^ ot ent^prise Has 
appeared as another factor of production. 

The factors of production ate, therefore, five in number ; 
(i) Land or Gifts of Nature, (it) Capital, (ni) Labour, (m) 
Organisation, and (v) Enterprise. Of these factors 
duction, the last three ate the forms of human activity, 
whereas, the first two ate the external aids to human ettort. 


The meaning of the five factors of production as ex, 
plained above is only provisional. Their exact definitions 
will be given in their proper places. 


Factors and Agents ol Prodncllon 
'^'^■^The term factors of produclion should be distinguished 
„ from the terra agents of production. Factors of production 
" signify the actual “things which are required for produc- 
tion ; while the suppliers of these are known as the agents 
of production. Land, labour, capital, organisation and 
enterprise ate factors of production ; while landlords, 
labourers, capitalists, organisers and entrepreneurs (or enter- 
ptlsets) are agents of production. 

lUnslrtUon 

The various factors of production used by, say, a village - 
weaver, a Benares brass-worker and a cotton textile factory- 
owner, may be, studied on a comparative basis with a view 
to elucidate and Illustrate their relative importance in differ- 
ent forms of production. 


Land or Gifts of ILalurc, The village weaver does not 
require much land or gifts of nature. He simply needs a small 
plot of land where he can fix up his loom , he does nut use 
wat« power ot electricity. The Benares brass-worker generally 
needs more land to set up his worl^bop, through electric power 
is rarely used by him. The cotton textile factory requites 
pretty large quantity of land. The factory occupies a big 
plot of land while electric power it used for the operation 
of machinery. Its cllmadc requirements arc' also definite for 
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the ntmosphcrc must be humid so that the thread may not 
break when it is being spun. ' ■ 

Labour. The village weavet does not require much 
labour. Generally he depends upon his personal exertion and 
is sometimes helped by the women and children of the family, 

_ The Benares bfnss-wotker requires larger amount of labour. 
He works ' himself and also employs some apprentices or 
labourers. In a' modern cotton textile mill, however, immense 
‘quandty of labour is needed, employing as it does, hundreds 
and thousands of hands each day. 

CajHtal. A village weaver requires small .capital for the 
purchase of his ordinary loom, and taw. material which is 
generally cheap. The Benares brass-worker has to manage 
far larger capital for he has' to equip himself with various 
implements like chisel, furnace, etc. The raw material used 
by him is also more costly. The capital invested in a cotton 
textile mill surpasses both of them. The large .factory build- 
ings, the gigantic machinery, huge stocks of raw materials and 
large stock of goods awaiting sale, involve enormous'capitnl 

Organisation. The village, weaver does not require much 
organising skill in his trade which is usually simple and of a 
small scale,. The Benares brass-worker,' who has to handle 
Jjnore capital, requires the organising skill to a greater degree ; 
but his need is not considerable. Organisation assumes 
supreme itnportahce in , a modern textile factory. In the 
acquisition of gifts of Nature, labour, capital and enterprise 
and in bringing them into the most effective co-operation, real 
skill of organisation is required. 

Enterprise, In the trade of village weaver with small . 
capital and rsmall output,' risk or enterprise is meagre. The 
brass-worker has to undertake greater risk because he invests 
more capital and his output is larger. The greatest risk is borne 
by the owner of a modern textile factory who has to look 
after large markets, who . cannot expect a fixed demand for 
his produce, and who has large capital at stake,. ' 

§ .2. RELATIVE IMPORTAROE OF .THE8E FAOrORB < 

Attempts are sometimes made 'to' discuss the relative 
importance 'of different factors of productiori. Such attempts 
are associated with much difficulty for two.'reasoni Firstly, 
when all the factors of production are necessary in the act iof 
production, it is rather difficult to decide which is more 
important and which is less important. Secondly, . the; owner 
of every Tactorof production wants, that greater ‘ importance 
be attached 'to • the factor owned' by him. Capitalists .award 
the first .place to capital ; labourers to labour ; landowners to 


^gg ISTBODUOTION TO EOONOMIOS 

land whereas organisers and enterprisers do not lag behind 
in pushing forward the claim of their priority. 

The importance of these factors can be easily shown. 

Of all the factors of production, labour plays 
and sets the whole productive machinery in 
is however, absolutelv passive and merely obeys man, ot 
Stet long resistance. Nevertheless, wbenevet have to) 
produce material wealth, nature is found indispensable, 
activities of man cannot achieve anything in a vacuum ; y 
operate upon certain materials furnished by nature, uapna^ 
also plays a passive part ; it is not even a primary factor o 
production. Logically, as well as chronologically, it is deriven 
from land and labour; and has been named as stored up 
labour”.® Organisation and enterprise ate special ^ 

human activities and have acquired special prominence during 
these days of large scale production and international marKets. 

It can now be appreciated by the render bow dif&cult it is to 
attach relative importance to each of the five factots. 

But we may hazard the , observation that according to 
' the stage of economic progtess attained by a community* 

, some factor comes to occupy a more prominent position’ than 
others. For instance, in the earlist stage of human habitation 
on the earth. Nature’s Iconttol over man was supreme ; and 
land or gift of Nature was the most important factor ofi* 
. ' production. As man made progtess, his control over Nature 
, began to increase ; labour gained an upper hand over Nature ; 
and the former began to be regarded as the most important 
factor of production. Still later, capital began to be used in 
production in such enormous quantities, particularly after 
the introduction of gigantic machiaary driven by artificial 
power, that capital successfully challenged the supremacy of 
labour. In recent times, with a tremendous increase in the 
scale of production and the international character of markets, 
organisation and enterprise have come to the forefront. 


According to some economists, there are only two factors 
of production : land and labour. Capital, they say, is appro- 
priated from gifts of Nature by human labour, and is simply 
an “instrument of production.” Enterprise and organisation 
are, again, only special varieties of labour. Land and labour, 
therefore, are the primary factors of production ; capital, 
organisation and enterprise being only secondary. Of the 
primary factors of production, i. c., land and labour, man is 
active whereas Nature is only passive. Labour is, therefore, 
the most important factor of production. 


SCapitaUs an intennsdiate product of oatate aod labour, nothing more. lU 
own origin, its existence, its subsequent action, are notUng but stages in the 
continuous working of the true elements, nature and labour— Bobm-Baweik, 
Piiitiec Thecry ej Cafilal. (Translation from the &crman\by Smart) »■ 
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TEST QUESTIONS 

What do yon mean by a factor of production I Dlstlnguiih it from an 
agent of prodoction. 

a. What are the factors of production and how and why did they come into 
being. Show their relative importance. 

EXAMINATION QUESTIONS 

Describe and compare the combination of factors of prodoction, (a) in the 
case of village weaver or potter, (^) in the brass industries of Benares or Morada- ' 
bad, and (e) in a cotton spinning mill, x " (U. P., I. A., 1927) 

Land, Labour and Capital have been called three requisites of production. 
Explain this statement and offer any criticism upon it that yon may think desirable. 

(Punjab, 1929 and 1937) 

ATTENTION 

^ - 

I 

The problem of the iRebihtf oj Jaclers ef f^roductien has been discussed under . 
Distribution in Book V, Chapter 59 i to which a reference may be made, if neces- 
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PRODUCTIVE EFHCmNCY 

, . - ' r 

Efficiency is the whatchword of fnffire industrial progress, gw^th, and ex- 
pansion. Tbe nation vihicb produces wth, the greatest efficiency will be the one 
which will lead the van of Industrial nalionsf— SrftM 

i i 

I 

Every line of business, be it publishing or printing, sboe- 
niaking or clotb-manufacturing, or of any other type, engages 
a large number of firms and companies. All such business 
units ate not equally successful Some firms make large profits, 
while .others, engaged in the -same trade, are hardly able to 
escape losses. Certain companies pay as high as 20 pet cent 
dividend (profit) to their share-hoidets, while others fail to 
declare any dividend at all. Why ’is' there such a great differ- 
ence in the earnings of the several units ? It is chiefiy due to 
variations in the productive efficiervey of the establishments. 
Those firms and companies which ate very efficient earn high 
profits, whereas those which ate Inefficient are run at a 
loss. The question of productive efficiency is, therefore, the 
one which deserves further I study. - 

Productive efficiency may be definedias the capacity to 
produce more goods, or better goods, or both, during a given 
time. It is generally expressed as the ratio between the actual 
performance of an operation and the maximum performance 
which has been determined to be possible.^ 

(i) Internal Conditions, i. e., the conditions ‘prevailing 
within the business unit : and 

(«) External Conditions, t. c., the forces and factors affect- 
ing the success or otherwise of the business unit from without, 
e. g., means of transport, the availability and extent of markets, 
and the“price t»ffing in the market. 

Internal Condition 

Internal conditions of efficiency are those which arise and 
operate in the undertaking itself. They have to do with the ^ 
way the work is done. They ate divisible into two broad 
classes : 

(a) The efficiency of each factor of production. By efficiency 
of a factor of production, is meant its suitability for the pur- 
pose to which it is applied. The greater the efficiency of a 
factor of production, the greater will be the efficiency of pre- 
dation as a whole, and higher will be the profits earned, other 

lEfBclency h»s become a separate subject of study. For detailed study, fee 
C»tl»on, Tie Indintri il Situation ; Duocan, T&f Price of Inefficiency, etc. 



PBODUOTlVil’'|:FiriQIENOY 301 

gs remaining the same. ‘ The conditions determining the 
lency of each factor shall be treated Tnrther in their proper 
es. 

{b) The excellence of the proportions in v^,ich these factors are 
hined. Productive efficiency depends not only on the effi- 
icy of each indivMuaFfactof , buf also bn the excellence of 
^ combination of the various factors of production. If an 
il ‘ combination is reached', maximum profits are earned ; 
lie the earning declines.a^ this ideal, comblpatipn i? departed 
m.' The attainment of ' the ideal combiriatioa ' is notan 
y task and is preceded by a long and, labourlous process of 
il and error. .‘.T,!’!,. 

lernal Gonditibns - , ., v; , i l 

The external forces and| factors which affect ths produc- 
e efficiency are. several^' They affect, chiefly speaking the 
itketing of the > producer, and the problem whether the price 
tained is sufficient to give' adequate rewards to the various 
ents of production. The important ones of the external 
nditions are s ^ • i ' 

(1) ' The localisation '-’of industry and the neatness of thp 

arket’, ■' '' V *' ■ - - 

(2) ' the price ruling in.the market, ; , ,, , 

(3) .The competition from other producers ' ■ 

(4) The' excellence of the means of transport ; 

i5) The efficiency ;'of fitiancial institutions ; and, above all, 

.\6),'The economic p.ql'icy of the Government , . . 

■ Each' of these : elements has its own special importance; 
3 . much’ SO' that the,’ attempts , of the producer to achieve' 
.naximum productive efficiency may be frustrated by the 
lEsence or inadequacy of any one of' them, •' * . 

) ^ ■'t ’i,! \ V / »' ‘ ^ ' 

TESU'questioNS 

1, what is meant by.the eCRoioocy'of.aifiictot "of production 

2, If your brother asks you why is one company ran at » profit while the 
other suffers a loss; what reply would yoi^ g^ye ?. 

3, What do you mean by internal and external, conditions determining the 

productive efficiehey of a business unit ? Exptaip fully. ' , • - - * 

' .'EXAMINATION QUESTIONS, . ' 

/ ’ ’ ' . . ' ' ' 

I What is meant by the efficiency of a factor of production ? On what does ' 
the efficiency of land and capital, depend ? {U P.', 1 . A„ igto) ' - 

2. \yh3t.do'you understand by .‘efficiency o< a factot.of prodyctlon^ B Uoym , 
think the factor of production— labour— is efficient in India ? ^U. P., I. A,, tgp) - 

' ' '26 ' 
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THE LAWS OF RETURNS 


The TeDdeiic\ tovf&rd* d'minishinE retags Js an economic 
ore of the most commoDpIsce facts of 
and 'ale values i f land sufHclentlj attests it.— Desanr - 


§ 1 . INTBODUCTION 


If a manufacturer, or a cultivator, to^^ncrease the 

roan wants to increase hh output, ^sed in his 

quantitv of the various f"«°Vditiral SStMes of pro- 
business. The returns due the businessman 

ductive resources are not fixed. In sorn f^e various factors 

finds that if he increases the s ^ each succes- 

of production the return (i. e., the increasing, 

sive dose (or unit) of productive tesou ces Vdose to go 

This tendency of the «turn due to each success^v 

on increasing is known as the ^crease the scale of his , 

tendency encourages a businessman to happen. ' Itt some;^ 

business. This, ^ose of productive re- 
cases the return due to each J j of the returns due 

sources goes on diminishing. ®}.l.tfown as thR^Lawof 

to successive doses to go on diminish ® oroducet from 

Dtmtnwhing Returns. This ^ndenCy ^scou a P 
increasing the scale of business vl found to «Kiai^ 
due to each successive dose will ^ r° , -£^0 due to each 

or almost constant. This tendency :of t , Q^^^ant 

dose to rc^in constant is known f ' ^.^y a 

Retur«s.-i.^he 8 e three laws 
position in production and need detailed stu y. 


tvcr. t.aw of DlMINBHIliG EETOBHS 


Tbe Law as Applied to Agrlcolture ' is^ofionA, 

The law of diminishing ery culti- 

to Bgticukute and is usually associated with r 

vatot knows that this law, operates nnd he benefats Py^ tn^ 
knowledge, though he cannot express it in the shape 
due to his illiteracy. 1 . 

Any cultivator would tell you that, _aft«t unit) 

in cultivation, the application of an- additional dM i 

iTbe term “dose” of labour 

foHowed by Marsball. and has now become a permanent aoquuiuon to ew 

JiletaUue. 
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of_ labour and capital to 'a particular plot of land does not 
bring about as much return as the previous dose. For instance, 

If the first unit produces 50 maunds of rice, the second unit 
would produce, say, 47 units, the third only 4l units and so 
forth. Additional dose of labour and capital, applied to the 
same plot, thus gives diminishing returns.® This tendeney i? 
known as the Law of Diminishing Returns. 

It should be noted that the total yield does certainly 
increase after the applica* ion of every fresh 'dose. But since 
the return due to the application of each fresh dose is per- 
sistently diminishing, the total return increases at a diminishing 
ratc^ less than proportionately. 

This’Law of Diminishing Returns as applied to agriculture^ 
has thus been formulated' by Marshall ; “An increase in the / 
capital and labour employed in the cultivation of land causes, ( 
in general, a less than proportionate increase in the amount' 7 
of produce raised, unless it happens to coincide ivith an improve- ( 
ment in the art of agriculture" It should be carefully noted j 
that the law relates itself to the amount of the produce raised 
and not to its price.® 

The reason why diminishing returns are obtained from 
land is not far to seek. The prpducting capacity of the soil 
is limited and is subject . to exhaustion. When the first dose 
.„of labour and capital is employed to a particular plot of land, 
it uses up a certain portion of the productive capacity of 
'the land. The second dose,(^whfin' employed, has less pro- 
ductivity to exploit as compared with the first dose ; conse- 
quently the yield due^ to the second dose is not so heavy as 
due to the first dose. This phenomenon goes on repeating 
itself with every successive unit.^ 

Ulustration 

c-'We shall illustrate this law by a concrete examnle.'-^ 
Suppose a cultivator has got a plot of land. He applies to it 

. ■ ■ ’ — - — KJ *»'' 

"}i things were not n' they are in this respect if we would increase the crop 
of a given piece of land indefinitely, upon the sofe condition of proportionately 
increasing labour and expenditute, the tillers of the soil would not hesitate to do 
this ; instead of increasing the size oi their farnw, they would reduce them to the 
smallest possible area, because the smaller the area, the easier it is to manage a 
1 farm. The simple fact that things arc not as we have just supposed, and that 
b pooler and less !.avourably situated land is in fact con-tantjy brought undet 
cuUivaiion demonstrates that in leality we cannot expect a piece of land under 
; given conditions to yi< Id more than a limited crop. — Charles Gide, Frincifla of 
PolitUal Etonomy, pp. 95 96. 

8U is importani to lememher that the return to capital and labour of which 
the law speaks, is measured by the auto lut of the produce raised independentiy 
of any changes that may meanwh le take p ace in the frtce of produce.— Marshall, 
Kconamics rf Musiry, p. 94. 

tSince diminishing returns are obtained at a fixed cost, the cost ol 
pii duction pet unit goes on incteasini; . Hence this law is also styled as the Iatv 
of Increasin'^ Costs, ^ 
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the firk Host of labour and capital, which gives an vield of 90 
tons of rick. The application of the second dose of labour and 
capital pushes up the total yield of 160 tons. When he applies 
the third dose, the total output is rai«ed to 220 tons. The 
fourth dose eimilatly increases the total produce to 265 tons ; 
the fifth to 300 tons ; and the sixth to 320 tons. The applica- 
tion of each new dose increases the total output hut the output 
due to each successive dose goes on diminishing. The first 
dose, in our illustration, produces 90 tons of rice The first 
and second doses together produce 160 tons ; the second dose, 
therefore, produces only (160— 90=) 70 tons of rice. Similar 
calculations will show that third dose yields 60 tons ; the 
fourth, 45 tons ; the fifth 35 tons ; ana the sixth, 20 tons. 
These results are tabulated below 


Doses of Laboat and Capital 

Total Output (in tons) 

( 

Output due to each 
dose (in tons) 

S Ifit 

90 

90 

^ and 

i6o 

70 


220 • 

60 


265 

45 

Stb 

300 

35 

6‘b 

320 

f J. 


oiagramiuatlc Bepresantatlon 

The law can be represented diagrammatically as follows : 

' In this figure doses of labour and capital have been 
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measured along OX- axis, and' tons- of -ride along OY axis. 
The figures of the output due to the several dosfes as given 
in the above table have been plotted on the - graph and the 
-points have been joined. The curve- DR is thus obtained. 
This is the curve of Diminishing Returns. It is a slopy curve 
which indicates that the returns due to each additional dose 
go on diminishing as the number of doses of labour and 
capital goes on increasing. OD line represents the return 
due to first dose ; 2Xi, the return due to second dose ; 3 X 2 , 
that due to third dose, and so on. These lines go on decrea- 
sing in size, thus illustrating the diminution in returns due to 
successive doses. 

Limitatioos o! the Law ^ 

The statement of the law as given bv Marshall consists 
of two very significant expressions ; (i) and (I’l) 

unless it happens to coincide with an improvement in the art of 
agriculture. These two expressions constitute the two 
limitations of the law and are discussed below.u-^ 

(i) Jn Gewerai.'^he law of diminishing returns is true 
in general; but it does not operate if the land is under- 
cultivated, t. e., if labour and capital employed to a plot of 
land are not adequate to use up fully its productive capacity. 
To give a concrete example, if a cultivator owns 1,000 acres 
“of land and devotes negligible quantities of labour and capital 
to it, the productive capacity of that big plot will not be 
completely exploited. And if he applies another dose of 
labour and capital ’ to that plot, the yield due to it may 
increase because of the fuller utilisation, of the productive 
capacity of the soU. But once the stage .of -full cultivation,, 
that is, full utilisation of the productive capacity of the land 
is reached, the diminishingxewmwiU certainly be o^ine^ 
The law sets in '6]^fation only after the pomt of full cultiva- 
tion of land. If we consider the output obtained from a piece 
of land ' from the very beginning, we will find that- the 
application. of the first few doses gives - increasing return ; to 
be followed by constant returns ; after which diminishing 
returns appeaiV^ig. 25 on p. 162 ‘^'represents these varying tend- 
encies ; AB represents increasing returns, BC constant returns 
and CD diminishing returns. The stage of full cultivation is 
leBchcd at the point -,C; and .as is shown by curve CD, 
duninishing returns are obtained after this point. ‘In general’ 
drops ,a> curtain over the phenomenon up to the dotted line 
O’C ; and ofiers to bur view simply' CD curve, . the curve of 
aiminishing returns.® 

“ sSome writers feel that ‘in general’ tneans that law is generally' tine in _a 
mnioritv of cases,, but there ate a few cases iu which it does not hold true. U bis 
interpretations o( the terra ‘>n general’ is incorrect because there is not a single 

■ case in wbichtlie law dots not operate. , 
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(ii) Improvements in the Art of Agriculture. The law will 
operate only if the application of successive doses of labour 
and capital does not happen to coincide with an improve- 
ment in the art of agriculture. It is thus a static law and 
does not apply to progressive agricultural industry.® If means 
and methods of production continue to remain the same, the 
law is bound to operate. Improvements in the art of agricul- 


Y 



Curve showing the varying tendencies of “ 

^ the Laws of ^Returns. i 

improved implements and machinery, 
utiUsadon of better fertilisers, and provision of improved 
irrigation facilities, counteract the tendency of the soil to- 


®The law of diminishiDg rehircs 5 s presented as appljiir^ not to progressive 
agncaUutal mduMty as a. who'e, but Tociciy to a particular area of., land cultivated 
in accordance with the knowledge* available at paHiculaf time. It is a static 
law, helpful in accounting for the phenotnena of any given period, such as 
migrations of population to new lands, the s’ow Tate at which the wealth known 
10 be contained in a particular time is taken out, or the /failure to get every 
possible horse power out of a waterfall, but not a law of progres-s. Some economist, 
it is tree, have btUesed an analogous law of ditmnishing returns to hold good, 
over long periods of time, of piogreMive agricultural industry as a whole. They 
admit that in the 1^ one hundred and 6fty ^ears this law has not applied to 
progressive countries, since invention «nd dlscovety* have kept well in advance 
of any tendency cf population to increase or nstunl resources to become exhausted, 
hut they maintain that these years have been highly exceplSonal. Seager, 
O/. Cif.,pp. 130-31. 
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ivards exhaustion ; ' they may, in some cases, even increase 
its productive capacity, irrespective of the number of doses 
alr^dy applied to it, and cause succesive doses to yield in- 
creasing returns. The law, therefore, holds true only if no 
^uch improvement cakes place, 

' The above are the two important limitations of the law. 
Jo these may be added another limitation, if we may venture 
:o call It as such, namely, that it applies to the quantity of 
:he produce raised and not to its price. As already remarked, 
die price of the produce raised is a factor with which we have 
got nothing to do here. It is the quantity of the produce raised 
which we have to keep in view. 


Decreasing Oetarns and Increasing Cost 

^ In the above discussion we have focussed our attention 
’ on return due to each successive dose ; and we have seen that 
this return goes on diminishing. But what happens to cost 
per MMJt 7 Docs it increase when returns decrease 7 Yes, that 
is so. 'The explanation is simple.’ The cost of each dose is 
by assumption the same latid" unchangeable hence when an 
additional dose gives less return it means that the incurring 
of the same cost results in a declining return. The cost per 
unit, ns such, goes on increasing.'^his can be illustrated 
~with the 'help of the table given on pnge'"l60. Suppose the 
cost per dose is Rs. 100. This means that the cost per unit, 
-when only one dose is applied, is Rs. ^gg>=»R8. 111. 
The cost per unit goes up to Rs. feS^Rs. 1*25 when the second 
dose Is applied. Further results are set out in the following 


table 




. Doses of labont and capital 

Total cost 

Rs. 

Total output 

(Tons)_ 

d 

•v 

Cost per unit 

Rs. 

Ifl 

V* 

J xoo 

1 * V 

90 

fli - 

and 

r 200 

, t6a 

1.35 

3rd 

' 300 

320 

^ V36 

4 th 

400 , 

'365 

‘ ,^’So 

Sth 

Soo 

* ’*300 

' J 

6tb 

600 

320 

1*87 1 


> If we plot the cost curve, it will show an upward tenden- 
cy. ^ The CC' curve, which is the cost curve, is a rising one, 
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It is thus dear that if. we 
focus attention on -cost per 
unit and not on return, we can 
say that as we apply^ successive 
doses of labour and , capital, cost , 
per unit in general goes on in^- 
creasing, unless there is a simuUa-'^^ 
neons improvement in the art of* 
production. In this shape, ' this 
is known as the Law of Increas- * 
ing Cost. The Law of 
reasing Returns, in other wqyi^s, 
is also ' known as ' the Law of 
Increasing Cost. 

Geaeral Statement ol the Law 

We have discussed above 
the law of diminishing returns 
as applied to ■ agriculture where 
it operates very forcefully and 
without exception. <But Tt 
25 . applies to other spheres as well. 

In general terms, 'it can - be 
stated as below : In general, if one factor of production is 
kept fixed, the application, of every additional- dose of other_^ 
factors brings about diminishing returns, other things remain- 
ing the same. - 

Application o! the taw - , , - - ' 

In .the above description of the law, we ha^^e studied its 
application to agriculture where it is universally true. At 
some time In the progressive cultivation of every field, sooner - 
-or later according to the state of agriculture, a stage will be 
reached after which, every additional dose of labour and 
capital will result in diminishing returns. The law applies 
to various other industries as 'well. It applies, for instance, 
‘to gtaiing lands, to the mine, the forest and the sea. It 
governs the cost of producing fish and whale oil ; fuel and 
timber for manufactures, coal, Iron and copper, for the furnace 
and V the forge; wool for clothing, and the carcasses of cattle 
and sheep for food.' The more important applications of 
this law.are discussed below ; . 



(l)' Fisheries. Fishing in ponds, tanks and lakes is subject 
to the law of diminishing teturns. just as the application of 
mote doses of labour and capital uses up the capacity of the 
soil more and more, similarly every catch makes the fishing 
.tank, or lake less ptoUfic, with the result that further efforts 
ate not rewarded equally well.,/ 

Such is probably not the case with s*a fisheries. S-,b 


not the case ;i5.a nsnt 

fish multiply so last that fishing by men docs not 
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their number. Thus a fish known as Long lays down 
13,500,000 eggs in a year, t. e., from 50,000 to 60,000 eggs pet 
day. Other varieties of fish ate also surprisingly procreative. 
Some writers, however, seem to hold the opposite view and 
feel that even sea fisheries are subject to the law of diminish- 
ing return^ 

(2) Mines and Quarries. The law of diminishing returns 
operates in the working of mines and quarries as well. As 
the labour and capital applied in the working of a mine 
increase, the lower 'and deeper strata have to be dug. Deep 
requires elaborate, costly and laboriours arrangements 
fox' proper lighting, for ‘conveying air further inside the 
mine and for transporting the mineral to the pithead. The 
expenditure of each successive unit of labour, and capital, 
as such, produces less than proportionate mineral.'^ 

{3)'^utlding of Houses and Shops. The law is also 
applicable to the building of houses and shops. If more 
labour and capital ate applied to a particular building, 
higher storeys will be raised. The wastage of material and 
time, and the cost- involved m the construction of these 
‘storeys will go on increasing for bricks, lime, mortar and 
workers will have to be carried much higher than before. The 
application of each dose of labour and capital will, therefore, 

- be rewarded less handsomely than the previous unit.i^^ 

(4P Pottery. Even pottery is subject to this law. Earthen 
wares are rnade out of clay which is to be dug out. The 
deeper one has to dig up with a view to obtain clay, the, more 
labour and time it requires. The return * from pottery, ‘as 
such, begin to decline with the application of further labour 
and capital, ‘w.'' 

(5) Manufacturing. While agriculture is subject to the 
law of diminishing' returns, manufacturing is said to be 
subject to ,the law' of increasing returns. This is, of course, 
true But if the conditions under which the law is conceived 
to apply in agriculture are also present in the case of manu- 
facturing, the law IS bound to operate even in the latter. In 
agriculture we take land as fixed in quantity and other 
factors are increased in amount. Similarly, in manufacturing, 
if we keep one factor, say, labour or raw materials, or capital 
fixed in quantity, arid increase other factors, diminishing 
returns are bound to follow. 

' § 3. THE LAW OF INOEEASING EETOBHS ^ 

Just as the law of diminishing returns is 'applicable to 
agriculture, similarly Nme law of increasing returns is applic- 
able to roanufactutcs.<-''lf we apply fresh doses" of labour and 
capital to a 'Manufacturing industry, each successive dose 

27 
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will yield increasing returns. This law of increasing .retutds , 
has beeri-^ stated by Marshall as below : '--"An increase' of 
labour and capital leads generally to improved organisation 
which ' inareases the efficiency of the work, of labour and 
capital".-'" , 

If ^ we measure the doses of productive resources along v 
OX axis and output along OY axis, thel law. of increasing ^ 
returns wul be represented diagrammatlcally by a curve like 
IR in the following graph : 


The curve IR show s an upward tendency and the dotted 
lines go on icreasing in length, which shows, that the return 

due to each succes- 
sive dose goes on in- 
creasing in amount. 

In manufactur- 
ing industries the 
law of increasing 
returns applies due 



2 3 4 

"PRODUCTIVE DOSES 


37., Showing the Law of increasing Returns. 


to a variety of 
reasons. The appli' 
cation of fresh doses 
Increases . the scale 
of production so 
that all the internal , 
and external econo- 
mies of, Targe scale 
production "are made 
available. Secondly 

. , " ’ in a manufacturing 

mdustry the various factors of production can be combined 
m an ideal proportion. In the . case of agriculture, one 
tactor or production, namely, land remains, more of less, 
nxed, while the quantities ,of other ~ factors are increased, 
ihere is no such limitation in the case of manufacture, 
«nce the supply of all the factors of 'production is elastic. 

1 he most profitable portion of the various factors of pro- 
duction can, therefore, be easily secured. Finally, new 
mventions and new processes of ' production appear so 
requently ^d regularly in the sphere of manufactures that 
ey push furthet away the point of diminishing returns, 
any particular time, a manufacturing industry knows 
lo production and its productive capacity 

rtf increase in the quantities 

is likely to set the lavr of diminishing 
''-r-iurns in^SQeration, sooner or later. But fresh inventions 
and new met^^a of production appear so swiftly in this 
eid that beforR the^ point from which diminishing return 
i* t reached, some new improvement 

w made which pushes this point furthet away. TKs. point 
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ia ahifted forward so repeatedly and constantly that it rarely 
becomes effective. 

Increasing Rotnrns and Diminishing Cost’ 

It should be remembered that in the case we have 
discussed above increasing returns are obtained by the 
application of successive doses of labour and capital ; and 
as their cost of each dose by assumption remains constant 
and does not change, it follows that increasing returns are 
detnined at the same cost. In other words the cost per 
unit goes on diminishing.^ [The reader is advised to take a 
practical example, w’ork out the cost per unit and plot the 
cost curve. This curve will be a declining curve. This 
should be done on the same lines on which we worked out 
the whole thing in the case of the law of decreasing returns 
on pp. 160-61 ante.] Hence, this law is also known as the 
law of diminishing cost. 

§ 4. THE LAW OF CONSTANT RErtJRNS 

When the app lication of fresh doses of productive 

resoiirces--s^tTlt8-^=iff==Bn~-«qu n l- Tfifai m due„to . each successive 

doB^ theJa w. of con stant return s is saidjto_apply^Tor4nstance, 
if tE efirst- jdo&e-nrod uces 50 roaun ds of sugarcane, two doses 
I may produce 100 mund 3r~tKfee doSeT~150 maunds, and. four 
"dns ftH 2fiQ manmi?Tfln~tha t~the-return-due~to each" dose" is 
50 nvfti S3s7!4 f we re pEesSTOr -ptoductive-resources along OX 
and r nij:pnt nlnng "the~T!rw~~of~ con5tant returns will be 
showflJiMlte-cnrvcHSRrioAEe^ diagram ; 



i'lg, 28, bhuwing the Law o( Constant Returns. 

' ? 
All dotted lines are equal, which shows that the return 
due to each doseiis the same.] 
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This law operates due to an eSact couutethalatvcmi. 
the tendency towards diminishing returns and 'the tendev^j^ 
towards increasing returns Thh may happen, for -instanv 
in a concern which manufactures sugar as well as 
sugarcane. The former is subject to the law of increasing' 
returns, and the latter to that of the diminishing returns. 
These two tendencies may, in such a case, be exactly balanced 
so that constant returns may be obtained. ' Such ^cases, how- 
ever, arc rare in practical life. This law is, more or less, one 
of probability and of theoretical interest only. 

Because the returns due to successive doses remain con- 
stant here, it follows that the cost per unit also remains 
unchanged. Hence this law is also .called the lau> of coti' 
slant cost. ^ . 

» '/ J 

§ 5, NATUBE AND THE DAWS OF RETURNS 

J 

Blarshalllan Approach 

In the discussion of the above laws we have specifically 
mentioned the reasons why each ryf 'them sets into operation. 
Marshall approaches the problem from a different standpoint, 
namely, the part which Nature and- Man play in production. 
Nature is always and everywhere economical. 'As such, where. 
Nature plays a predominant role in production, as it does in 
agriculture, diminishing returns are obtained. Man has been 
trying from the very beginning of -his*. existence to subdue 
Nature and to prevent this tendency of Nature from operating. 
■Where he is able to get the upper hand, as happens in manu- 
facturing industries, increasing returns are obtained. In the 
words of Marshall, "while the part which Nature plays in 
production shows a tendency to diminishing returns, the part 
which Man plays, shows a tendency to increasing returns. 
If the actions of the laws of increasing and diminishing returns 
are balanced, wc have the law of constant returns." in purely 
extractive industries, like '.agriculture and mining, Nature’s 
contribution is supreme and, therefore, diminishing returns 
°hmined. lix manufacturing industries, on the other 
hand, human control is prominent : therefore, increasing 
returns are obtained. 


Is There Only One Law oI Returns ? 

1 some economists who maintain that there is 

if i°* and that is of diminishing returns. 

The ofh®t two laws, those of increasing and constant returns, 
pmeedent of the operation of the law of 

ultimately it as the law of diminishing returns which operates. 
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^^'This point of view is not quite accurate. These ate 
distinct tendencies, of different types, and should be 
0nistinguished. In a particular enterprise at any particular 
rf^me, either the law of increasing returns or of constant 
l-j *^tirns may be in operation j and it would certainly be wrong 
I L sy> then, that it is the lavy of diminishing returns which 
I 'I J operating. It should, however, be recognized that these 
1| free, laws ere, intimately connected with each other. This, 
Indeed, misleads some economists to make the above-men- 
|.i|6bed assertion. " ' 

§,6. , THE, LAW OP, SUBSTITUTION OR EQUI-MARGINAL 
PBODUOTIVlTy 

i e have discussed the laws of returns. There is another 
production which should also be included in our 
This is called the law of substitution or of equi- 
il productivity. 

1 organiser combines the various factors of production 
a manner as to obtain maximum results out of the 
esources. Maximum output at minimum cost, is thei 
hich he follows. The realisation of ideal ptoporcionsj 
h several factors should be combined, is a very difficult 
nd herein lies the real efficiency of the organiser. The 
achieved through a lengthy process of ‘trial and error.' 
miser is always on the look-out of substituting a cheap 
:ient factor of production for a comparatively costly 
Scient one. if his efforts arc continued with success 
aAd thfcj'said ideal is achieved, the marginal productivity of 
each factor will be found to be more or less equal. This law 
of principle is known as the law of substitution or equi- 
marginal productivity.,-, The law of substitution, as applied 
to consumption, is' knowri as the law of equi-marginal utility. 

' As applifed,, to' production, it assumes the name of law, of 
‘ <qui-matgihjal productivity. , , ; , : . 

> Thete ate numerous cases in which one’' factor is subs.- 
tituted for another. The following are some examples : , 

(1) An organiser, in need of more space for carrying ,on 
production, may either purchase more land or he may raise 
another storey at the top of the existing, building., If , he 
adopts the former course, he will substitute iatid for capital ; 

latter,’ he will substitute capital for land. He will 
of course adopt the cheaper course. , ' ' ’ “ , 

’ ' - ’ (2) An organiser, desirous of increasiti'g his output, ®ay 
employ' more' labourers or purchase' new machinery. 

former, he will substitute labour for capital ; and if 
ne latter, he wiU substitute capital for labour. 


S14 


IBTBODUOTIOK TO ECONOMICS 
TEST QUESTIONS 


I, 'Ennncfate anfl iilustiate the law of diminishing retnras. Indlcaftf its 
limitations, 

3. Does the law of diminishing returns apply to (a agricoUnre, (f> fisheii' 

(c) poUety, mining (;) manufactnring ? 

3- 


Slate and illustrate the law tf increasing returns. Why is it speci'-''|®' - 
applicable to manufacturing industries ? |d 

' 4, State and illustrate the law of constant returns. When does it operate 

5. Indicate the relationship between Nature, Man and the law* of returns. 

6. ‘There is only 


i law of returns and that is of diminishing retuiX’. 
Comment. > 

7. Discuss thoroughly the law of subclitution as apph'ed to production. C 

{ 

EXAMINATION QUESTIONS 


U. P. Board 

t. How docs the law of increasing returns apply to manufacturing indusjtries ? 


In what directions does large-production make economics possible I ,(I. A 
2. Distinguish between the irrtemal and external economics. How 


1343) 
0 they 

lead to increasing returns in an indurtries ? P ‘Al, 1940) 

3. Explain as clearly and fnlly as you can the Law of increasing and Dimi- 
nishing Returns.' ■ (f. A-t 1939) 

4 State clearly the law of Diminishing Returns. What ate its llm'talion ? 

P'4 . 193 ') 


5. Explain how increasing returns result from division of labour, froir^ tpecia. 




Hsatlon of machinery, from< transportation on a large scale. . (I A., 1937) 

6. Discuss the Law of Diminishing Returns Is it applicable to mines ! To 

fishing in rivers ? To potteries ? _ p. A,, 1936} 

7. Explain as clearly as you can the conception oi increasing and decreas- 

ing returns and consider the part played by inteinal and external economics in 
bringing about Increasing returns in Industries. (I. A., 1925) 

^ 8. What is the Law of increasing Returns 1 How does it operate in manu- 
iacturing iednstries ? v^^I . Com , 1944) 

9. Discuss carefully the Law of Diminishing Returns ' (I. Com., I943) 

(o. Slate the law of increasing Returns and show how it operates fn Agriculture 
and Industry. ' y(r. Com., 1940) 

11. Discuss carefully the law of diminishing returns. Com,, 1938) 

12. Stale and illusttale the laws of returns. ■<(1, Com,, 1936) 

13. Exriain clearly the law of diminishing returns.' Are there any factors 

which tend to check its operation ? -r^I. Com,, 193SJ 

Raipntana Board , . . 

1, Explain the [aw of increasing returns, and show how the law of diminish- 
ing cost follows from jt. - - ^ 

X .State and explain fully the Law of Diminfshing Returns. p. A., 1844) 

3, Explain the Law of Dimroishing Returns both in iu intensive and exten- 

five forms. Errp.ain what you undeijiand by the marginal dose of labour and 
capital n» applied In cultivation. *938) 

4. State and explain the Law of Diminishing Returns, (1. A., X93S» *937) 

I a fl’® Uaw of Diminishiug Returns. In what kinds of 

laduttrle* will you ex^ct this law to operate i jj, *933) 
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‘The return to capital and labour which the law of diminishing returns 
speaks, is measured by the amount of the produce raised, independent of nny 
changes that may meanwhile take place in the price of produce.’ Analyse 
carefully the limitations on the Law of Diminishing Returns with reference to 
this statement. . ^I. a., 1932) 

7, State precisely the laws of increasing and diminishing returns and explain 
the circumstances under which their operation may be withheld or postponed. 

(I. Com., 1943) 

8. State and explain fully tue lnw_ of Diminishing Returns, (I. Com., 1940) 
Patna University ' 

_ I. Explain the Law of Diminishing Returns and the circumstances in which 
It can be held in check, (I. A.. 1940, Supp.) 

2. Explain the Law of Diminishing Ret"rns with reference to agricullute and 

mention the conditions undt r which it operates, ft. Com., 1944, Supp ) ' 

3. State and discuss the Laws of Increasing and Diminishing Returns. 

‘ . (I. Com., 1942,' Ann ) ' 

Other Exathining- Bodies 

1. Discuss the laws of Returns. ‘We say broadly,’ temaiks Prof, Marshall, 

•that while the part which Nature plays in production conforms to the law oi- 
ditninlshing returns, the part which Man plays conform to the law of increasing 
returns,’ Explain. (Punjab, I. A., 1936) 

2. ^ Enumerate the Law of Increasing Returns, Does it apply to secondary 
industries only ' Suppose the’ production of steel in India obeys the law, how will 
consumers of steel be effected if its production is encouraged . 

(Punjab, I. A , ,1932) 

3* Fully explain and illnstrate how the cost of production is likely to vary 
■in agriculture under various circumstances. (Punjab, I A., X934) • 

4. What is the Uw of diminishing returns ? How does It affect agricnltuce ? 

(Nagpur Com,, 1942, Arts, 1941) 

5> State precisely, the laws of increasing and diminishing returns and 
explain the ‘ circumstances under'' which their operation may be withheld or post- 
poned, . . , vDelhi, I. A., 1936) 

6. ‘New countries, extensive cultivation, increasing tetams,_ old countries, 
intensive cultivation, diminishing return.’ Explain. > (Delhi, I. A,, 1935) 

' •' 7. Explain the Law of Dlndnishiog Returns Indicate how an increase of 
population m an old and backward vUgricultural country is likely to affect the , 
following: — (n) rent of land, (i) income pet head. (Delhi, I. A., 1934) 

8. Carefully explain the Law of Diminishing Returns, Show that this Law 
operates in'all branches of industry but that its induence is mote evident and 
pronounced in the extractive industries or wherever the influence of Nature is 
permanent , . (Delhi, I. A., 1933) 

, 9- Slate and explain the Law of - Diminishing Returns as applicable to ptoj 

duclion. (Delhi, I. A.,. 1930) 

to. Explain the Law of Diminishing Returns with . reference to agriimltnral . . 
land. . , ' ' ■ ' . . . (Bombay, 1. A., 1940) 

11. Explain the Law of Diminishing Referns with reference to urban 
building development and mining. ' ' (Andhra, I. A , 944) 
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GIFTS OF NATURE OR LAND 

Much of the economy of society depends on the limited quantity y'Wch 
some of the iropoitant natural agents exist, nnd more particularly lana.- . i 


§ 1. meaning oe ‘land’ 


Delinition of Land 

The term Land, according to dictionary, means the sur- 
face of the ground. In Economics, however, it is used in a 
wider sense to signify all the gifts of Nature, the surface of 
tKe ground being one of them. It includes : 

(1) the surface of the ground on which we live and move 
about ; , , 

! (2) the water coveting that surface, e. g„ rivers and 


oceans ; 

" ' (3) the minerals hidden below the surface, like coal, gold, 
etc. ; and 

;(4) air, heat, light and rainfall. 

* _ Soil and sub-soil on which crops grow, topographical 
‘ coil'struction, geographical location, climatic conditions, riavi* 
gable waterways waterfalls, winds, vegetable and animal 
resources, fisheries and mines, and^ natural harbours, are all 
included under Land. In other words, the term Land signifies 
the surface of the earth and the materials above and beneath 
it. As Marshall aptly observes. “By land is meant not merely 
land in the strict sense of tTie word but whole of the materials 
and the forces which Nature gives freely for man’s aid, in land 
arid water, in air, light and heat.” ‘ / - > . 

Land, Nature, and Gifts of Nature 


i 


It will probably be felt by the reader that the use of the 
term Land in this wide sense is somewhat confusing and ■ 
misleading, especially to a beginner. *lf he comes across thia^"" 
term in a book on Economics, he may take it in the'literal N 
sense to mean the surface of the earth, whereas it may actually 
signify much more than that. To avoid this possibility of 
confusion, some economists have begun t use the expres- 
Mon ‘Gifts of Nature' in place of Land. The term Gifts of 
Nature describes the scope and meaning of this factor of pro- 
duction quite comprehensively and is definitely superior to 
land. There are some writers who also use the term Nature 

'MufulmU, /rtftet/Ies </ Scon^mtcj, 
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for Land ; but since Nature Is a word having various shades 
of meaning, its use is not very advisable. 

In the following pages, however, we have made use of the 
term lajid in preference to Gifts of Nature which is probably 
the best name that can he given to this factor, because through 
^ long usage Land has come to occupy a unique position m 
economic literature and has been used by most economists. 
It is, therefore, necessary that students should be familiar 
with its use in the economic sense. Moreover, as Professor 
Ely observes, “Of what belongs to external nature, it is with 
land that we have principally to do in Political Bconomy”. 
This lends further support to the use of the term Land. 

i 

§ 2. CHAKAOrEBISTICS OF LAND 

Land has certain distinctive characteristics which can be 
easily pointed out : ^ 

(IJ Fixity in Quantity. Land is fixed in quantity and can 
not be increased. The area of India is one and a half million 
-square miles and cannot be increased. If a mine has one 
million tons of iron, it cannot be made to yield two million 
i tons. Howsoever we ,may ‘want abundant sunshine or rain, 

^ we must be content with what reaches us by the natural 
"‘‘'Processes. Sometimes the available land can be increased 
by such means as filling in swamps or by making terraces on 
the mountains. But this is simply a case of the conversion 
of potential land into .effective land,, and not an increase of 
total land. , This . characteristic of fixity in quantity is not 
shared by other faeprs of production, all of which can be 
increased or decreased, . / 

(2) Land is Not Produced. Land is a gift of Nature and 
. is not produced by men. As such, so far as society is con- 
cerned, land has no cost of production and, therefore, 'no 
value ; but so far as individuals are concerned, land .does'have 
value and is purchased and sold like any other cornmodity. 

(3) PflSstvjty.' ' Land is a passive factor of production. It 
does not, take ’an active part 'in the prbeesS' of production 
but is itself acted ujlon by men and' machinery. ‘Ih jitod^uc.- 

-.^•tion man is the\ directing, active agent, Nature the obedient, 
passive agency.’ , - < 

(4) Varying, Suitability.' All land is not, equally suitable 
for all , purposes. , The , land in ,ithe heart* of a city is suited 

• to the construction of buildings ; a damp plot lying about in a 
village is suited to the growth of cotton or sugar-cane or jute ; 
'whereas a comparatively dry land with cold climate is meant 
for wheat. , ’ 

(5) The value of land is governed, to a great extent, by its 
location, and by the means of communication between it and 
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Other lands. Lands nearer to towns fetch higher tents than 
those farther away The value of labour and capital is also 
affected by distance, but not to the same extent.® 

§ 3. FiJNOTION OF LAND IN PEOOUCTION 

Land is a primary and indispensable factor of production, / 
without land no "production is possible. However, man may 
exert himself, even with the aid of all the machinery and 
skUl that be can gather he can produce nothing unless there 
is land to which his efforts can be applied. It is land ftotn 
and out of which we obtain the numerous commodities and 
forces which make out life complete. From the soil we get 
the foodstuffs which keep us alive, and the agricultural taw 
materials which feed the manufacturing industries. Mines 
similarly provide us with valuable raw material like iron, coal, 
copper and others which ate worked upon in the factories and 
converted into useful articles ministering to varying human 
wants. Forests, again, afford timber, and oceans fishi Even 
such natural forces as water and electricity ate harnessed by 
human beings for the ptoductlon. of wealth. It is on the 
surface of land that all out* transport lines run ; and even 
in the ait we move about in aeroplanes®. The function of 
land in production is, therefore, 'supreme. The importance^ 
of land can be well appreciated from the fact that all the rich 
countries of the world are the ones which have been endowed 
with' plentiful gift of Nature.'^ If U . S. A- is the wealthiest 
country, it is because she has enormous agricultural, mineral 
and industrial resources. The same truth applies with full 
force to Great Britain, Germany, Japan and others. India 
is unfortunately a country which is very poor in spite of 
its being Ubetally endowed with the gifts of Nature, because 
the latter are not systematically exploited to maximum . 
advan tage. It is, however, hoped that with the passage of 

“Students msij find two other characteristics mentioned in the books’ They 
are (1) 'land ispennanent. It does not wear oat. This'is, however, true of 
the area ot land sntiace and not af its fertility or other gifts of hfatare. (a) 
The location of land is fixed. This again ia true of land sniface alone. 

sThe chiei ways in which land helps in prodacUon are ns follows : (i) It 
a6oi“» lu/f'crr fot roan and the buildings erected on it. (a) Its rxietitjon pennits 
the movement of men and goods from place to place. {3) Its gto^^fhicai i 
f(niura, mountains and rivers etc., aid in many ways. {4) It sapplies the mate- 
rials, vegetable and animal, from which all commodities ate made. ( 5 ) Each 
portion oS it enjoys its Share of summer’s heat and winter’s cold, air, sunshine 
and tain, withonl which no form of life could long contione on tte earth. See 
Seager, Of. Cit. 

«The countries of the world most favoured by nature... ...ate evidently 
those whose soils hrlng forth the most common neceasaties of life of -the beet 
quality and in the Urgc-st qnantity~ln these countries the manufacinring 
power specially prospers, bj means of which the nation attain* to the hiehest 
degree of mental and social Uevetopment and of political power. List, The System 

tiationai Ecenamjr, p. 131 . 
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he wants to increase his produce, he can either (1) bring 
more land under plough ; or (2) he may apply more labour and 
capital to the same plot of land. The adoption of either 
of these two methods will increase the output. 


In the former method, the area of cultivation become’ 
more extensive than before ; hence it is known as extensive 
cultivation. In the latter case, the same plot of land is 
operated upon by more labour and capital than before ; m 
other words, cultivation becomes intensive. This rnethod 
of cultivation is, therefore, known as intensive cultivation. 


A cultivator wishing to increase his output may follow 
either of these two methods ; but which methods he should 
select out of these two, is, more or less, a question of cost. 
If he finds that additional produce can be raised more cheaply 
by following the extensive cultivation than by following 
the intensive' cultivation, he will adopt the former method. 
If, ori the , other hand, intensive cultivation seems to be the 
cheaper 'method, he will naturally adopt it. In case, land is 
so’ plentiful that it can be had at a nominal cost while labour 
and capital are comparatively dear, extensive cultivation 
will be the cheaper method tor the obtainment of increased 
output. The progress of all the countries of the world 
shows that in early times whenever men left the necessity „ 
of increased agricmtural output for supporting increasing 
population, they resorted to extensive cultivation because 
land was obtainable in those times merely for the asking. 
In America the early settlers' followed the wasteful process 
of cultivating a plot of land to be readily abandoned, as soon 
as its yield deteriorated in favour of a new and virgin land. 
This method was cdhdemned as “earth butchery”, and was 
an 'extreme example of careless extensive cultivation. But, 
if the land is tare due to pressure of population while labour 
and capital are comparatively cheap, intensive cultivation' 
is preferred to extensive cultivation. In recent times popula- 
tion has _ tremendously increased and land values have sprung 
up sky-high, . with the result that intensive - cultivation has 
made rapid progress in almost all the countries of the world. 
In Denmark and Holland in particular, where population 
is very dense in comparison to the area available, highly 
intensive cultivation has to be practised. In- the most 
thickly populated countries of the world-, namely India and 
China, intensive cultivation though so far held in check due 
to ignorance and poverty, is becoming common. 


eit may be repeated here that all the factors of prodnetion are, of conrre, 
increased -when locreared outpat has to be ohuiced. Butin extensive enWra- 
Uon, it is chiedy land which is incteated, other factors are increvsed mttch less 
than proportiona^y. In the case of intensive cnltivation, on the other hand, 
land remains fixed In qnatuit> while other factors are Incrcas^. 
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It must not, however, be supposed that a country either 
follows intensive method or extensive method. That is not 
so. As a matter of fact, expensive and Intensive cultivation 
go side by side in a country for a certain length of time ; and 
while afterwards intensive cultivation may become the more 
important method, extensive cultivation lingers on for a 
considerable period and it is rare that it entirely vanishes. 
The application of intensive method depends mainly upon (i) 
increasing population and (if) technical improvement. In the 
earliest stage of habitation, population is IsmaU and technical 
knowledge limited ; hence extensive method is adopted. But 
as population increases, intensive cultivation becomes grow- 
ingly necessary and improvement in techique make its adoption 
possible. At this stage intensive cultivation begins to get 
popular. In certain cases cultivators may be very backward- 
so that they cannot adopt intensive cultivation. This is the 
case, for instance, in India. In such a case the speed at 
which intensive cultivation is adopted will be slow. Neverthe- 
less, the tendency is towards a greater adoption of intensive 
cultivation ; and this tendency gets stronger as population 
increases further and technical improvements are adopted as a 
wide scale. An"!, Indeed, we can think of a country where 
everybody adopts the intensive methods. But this is perhaps, 
an imaginary case and as much remote from existing reality 
./as a country which follows only extensive method. In most 
of the countries today intensive and extensivh methods generally 
go hand tn hand. 

< ‘ 

The Matore o! Caltivallon in India 

India is a country where population is increasing at a 
tetriffic rate. Between 1921 and 1931 it increased by more than- 
5 crores and almost- an equal increase has been recorded between 
1931 and 1941. This increasing population has long led to the 
cultivation of the entire cultivable land ; and further increase 
in the output of agricultural stuffs has been obtained through , 
intensive cultivation. ' . ^ 

Another cause of intensive cultivation, besides' the' 
pressure of poptllation, is the decay of old handicrafts of' 
India. Due to this decay many of the old artisans and' 
^craftsmen lost theit old jobs and fell back to agriculture, there’ 
'-'being no other occupation in the country which could absorb 
them. 

Finally, the means of ttarisport and communication -biave 
so much developed that the distance between Indian fields and* 
foreign markets has been effectively shortened. Indian 
agricultural .produce can now be sold at handsome prices in 
foreign markets. The lure of money has driven our culti- 
vators to increase production, which necessity has been' satis- 
fied through intensive cultivation, in the absefa'ce of free land. 
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But the process of intensive cultivation has not been 
carried on smoothly and uninterruptedly. Several difficulties 
and obstacles have checked this process, the more important 
of whiA ate mentioned below : 

(a) Ignorance and conservation of Indian cuItivatoM 
are said to be the principal obstacles in the way. Our culti- 
vators, in many cases, do not know the importance of inten- 
sive cultivation ; and even if they know, they do not practise 
it because it was not practised by their ancestors. 

This allegation is correct so fat as it goes ; but it is often 
over-emphasised. Those who have been in contact with the 
Indian cultivator know fully well that he is very shrewd in 
business matters and can easily grasp the suggestions likely to 
benefit him; but he does not want to ^dabble in uncertain 
and untested directions pointed out in an official and un- 
sympathetic manner. 

(h) Some obstacle is also due to the ignorance of the 
demonstrators and propagandists of the right and persuasive 
method of handling cultivators. Generally, they behave like 
officials and do not create a friendly atmosphere around them 
in which confidence finds an easy growth, and persuasion, to 
follow the indicated path, never falls flat. 

(c) Much of the difficulty is the result of the extre me ^ 
poverty of the cultivators who cannot afford to risk money 
in costly suggestions or what appears to them ^ experimental 
measures. 

fd) The smallness and scatteredness of agricultural hold- 
ings is also an argument against intensive cultivation. For 
it is not profitable to have machinery or other improved 
implements '■’-n the holdings are tiny and lie scattered in 
still smaller pi ts of land. ’ 

(el Sometiu. - ,the absence of proper irrigation facilities 
becomes so impoi nt that intensive cultivation cannot be 
depended upon to in 'tease output. For in such a 'case, if the 
monsoons happen to be unfavourable, the application of 
increased labour and capital may go to waste. The risk 
becomes so large that cultivators do nor think it worth their 
while to undertake it. 

if) Even if cultivators are able to' produce increased ^ 
output through intensive cultivation, the difficulties of 
adequate finance and proper marketing often prevent them 
trom taking advantage of this capacity. - » ‘ 

TEST questions 


I. Define land. What are its characteristics ? 

*"* I*and 15 permanent* It does not vrear out** Tmj ..i_ of this 
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3. What is the rcU which land plays in the act of prodnclion ? Can pro- 
dnetion be catried on withont the aid of land ? 

4. VVhat do you mean by the efficiency of land and how is it measuted ? On 
what factors does it depend ? 

5. What do yon mean by extensive and intensive cultivation ? Explain 
fully. 

6. What type of cultivation is beinp followed in India at the present moment ? 
Wbat are the reasons leading to the progress of intensive cultivation and wnat are 
the hindrances, if any, to such a development ? 


examination questions 

U. P. Board 

t. Extensive and intensive cultivation go side by side in a country. Explain. 
(I. A., 1045) 

V. Explain the meaning of the term Itnd in Economics. How does land 
differ from the other factors of production ? (I. A, 1942) '• ' 

3. in what respect is ‘land* fundamentally different from the other factor* of 

production 7 How does this affect the law of supply in production ? (I. A,, 1930, 
«939) „ . 

4. Explain clearly what is meant by ‘extensive’ and ‘intensive’ cuitivaUon. 
To what extent has the latter been resorted in U. P , and what are its possibilities 7 
(I. A., 1933) 

$. Describe carefully the term ‘Extensive’ and ’Intensive’ cultivation. To 
what extent is the latter procers of cultivation being carried out in India 7 What 
are the chief difficulties to be met within its adoption in India 7 (I. A , 1929)' 

6. State what is meant by the term “Land” in Economics. To malcc your 
‘’"Tneaning ctear, give example. (I A,, 1928) 

7. What are the main characteristics of land which affect production 7 State 
and explain them. (I. Com., 1945) 

Raipntana Board 

I. What ate the advantages and drawbacks of small-scale forming 7 Why 
ate small farms better suited to India 7 (I. Com., 1945) 1 , ■ 
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NATURE’S GIFTS TO INDIA : PHYSICAL 
ENVIRONMENT 

Poverty in England or America or Germany is a question of distribution or 
vrea'th. In India it is a qnesti m of its prodnttion - Lrviday 


We shall now make survey of the natural resources of 
our country. Nature has, indeed, been very bountiful in her 
gifts to India. This country has briskly varying climate aw 
different types of soil so that almost all the agricultural stutts 
are produced within her borders. Her mineral resources are 
equally enormous. She abounds in iron, coal and copper 
while other minerals and metals are also procurable m 
varying-quantities. Indian forests provide considerable timber 
and other minor products. Her fisheries, though still not 
much developed, ate capable of enormous exploitation. India 
is' indeed one of the three countries of the world, the others 
being U. S. A. and Russia, which can build up a self-sufficient 
economy. It is mainly due to the plentifulness ' of land or 
g'lfts of Nature in India, and the consequent material richness 
based thereon that she is often called “the fairest jewel in the 
crown of the British Empire.” . > , • 

The gifts which Nature has bestowed upon India ate so 
important in the ' economic life of the country that a special 
study must be made of them. We may begin with a short 
account of the physical environment, to be followed by forest 
and mineral wealth, agricultural wealth, and irrigation and 
power tesoutces. 

The physical environment of India can be studied under 
four headings t 

1. The Geographical Limits and Location. 

2. The Geological Structure (Soil.) 

3. The Climate. 

4. The Flora and the Fauna. ^ 


I 1. THE QEOGRAPHIOAH LIMITS AND POSITION OP INDIA 

India extends from 8° latitute to 37° latitude north ol 
the equator. In size it is roughly 18,000.000 square miles li 
IS equal to Europe minus Russia in area and is fifteen times at 
large as the United Kingdom. Of this total area approiimatch 
60 per cent is under the British rule and the remaining 40 pei 
cent is made up of Indian States. ' * ^ 
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The boundary of the country is very definite. Its nor- 
thern boundary is constituted by the mighty Himalayas which 
have the distinction of being the highest (mountains in the 
world and which remain clad with snow for the most part of 
the year. Mountains also;' extend on the north-eastern and 
north-western sides of the country. These mountain ranges 
r do not allow the movement of men and material from outside 
to India or from India to outside except through a few small 
passes. Just as the northern side of the country is protected 
by mountain ranges, similarly ithe western", eastern and southern 
sides are surrounded by water. On the eastern side is the 
Bay of Bengal ; and on, the western, the Arabian .-Sea ; - while 
to the South flowrs the mighty Indian Ocean. The. coa:stIinc 
measures about , 6,300 miles. It is not broken, and is, more 
or less' straight. There are few navigable estuaries and good 
ports. Calcutta, Madras, Bombay and Karachi are the only 
ports of any consequence, ^hat wonder," then, if Indians are 
not sea-minded and do hot turn out. good sailors ? But this 
pitiable state of affairs is making our. countrymen realise, the 
necessity of developing themselves into a seafaring nation 
while the past history of the country, when she was one of 
the leading maritime nations ,of the world, has kindled in’ 
them the desire to achieve the past glory. 

^ The geographical position of India is . very favourable for 
"international trade, placed as she is in the very centre of the 
eastern hemisphere. She has, indeed, splendid commercial 
relations with the rest of the world. In exploiting this 
advantage of location at the present moment, she is much 
handicapped by the absence of her own mercantile marine. If 
this obstacle is removed in course of time, as the recent trend , 
of events holds promise for, India is sure to emerge as a leading 
commercial country of the world. - , ' 

§ 2. THE" GEOLOGICAL STBUCTUBE OF INDIA (SOIL), 

The geological history of this country provides an inter- 
esting reading. About a thousand years ago India was not ex- 
acciy what she is today.. She was connected with Africa by land ^ 
and the sea covered the areas now called Ra jputana and the 
\Punjab. As time rolled on, severe volcanic eruptions and 
other geological changes took place which gave to India her 
present geological shape. 

Soilsol India 

In the geology of a country, nothing is so important as 
composition of its soil’s. Soils play n fundamental and domi- 
nating role in the economy of our country, which is prepon- 
deringly agricultural/, s TI ■■ ess or failure of agriculture 
depends upon the st^jiihil* i otherwise of the soil. India is 

29 
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fortunately gifted with rich soils. It is on the whole dry _ 
yields good produce only if adequate water is available etthet 
through natural rainfall or through artificial irrigation. 

- The soils of India can be divided into the following 
classes : 

(1) The Alluvial Soil. 

(2) The Trap Soil. 

(3) The Black Cotton Soil ; and 

(4) The Crystalline Soil. 

(1) The Alluvial Soil. The most extensive and agricul- 
turally the most important soil of the country is the alluvial 
soil. Its composition and characteristics are not fixed ; on the 
contrary, they show noteworthy diversity. In the northern 
parts of the country ,'the soil is porous and dry ; in Bengal it 
becomes compact and moist ; while in Peninsular India it is 
very compact and wet— it is in fact clayey and dark in colour. 

It spreads over the Punjab, United Provinces, Rajputana, 
Bengal, Assam, Gujrat and Sind. It is also found in some 
parts of Madras and of Peninsular India as well. The alluvial 

• soil contains plenty of phosphetic acid, potash, lime and 
magnesia and can very well bear rabi and kharif crops. 

(2) The Trap Soil. The next important variety of soiI.ji 
is the trap soil. When the trap soil is found on the uplands 
and the slopes of the hills. It is usually porous and light and 
yields poor crops. In the lowlands, however, it is thicker and 
drier and is capable of yielding heavy produce. It -is found 
in the whole of the Deccan and the considerable’ parts of 
Central Provinces, Kathiawar and Hyderabad. It can grow 
cotton, wheat, millets and pulses very welL 

(3) The Black Cotton Soil. " The black cotton'soil covers 
considerable parts of Southern India. Bombay, Berar, Hydera- 
bad, Central Provinces and Central " India ' ate • the thief 
tracts where it is found. This soil is black in colour 
and is best suited to the growth of cotton ; hence the 
name, the black cotton soil. This soil is very compact and 
clayey. It can retain ample moisture, it- is also very rich 
in chemicals and is supremely fertile. Besides being extremely ■ 
fit for the growth of cotton, it is also capable of producing - j 
wheat and millets. Generally, rabi crops grow very well in it. 

(4) The Crystalline Soil. The remaining parts of the 
country have crystalline soil. Central Provinces, Orissa, Chhota 
Nagpur, Sonthai, Bengal and U. P. are the most important 
parts of rhe country where 'it is found. It differs widely in 
physical and chemical properties. Oa the uplands it is usually 
inlertUe, but in lowlands, where it becomes brownish loam, it 
is fairly fertile and produces various crops of which rice is the 
most important. 
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Soil Erosion 

The chief problems connected with soil are those of soil 
erosion and soil exhaustion. The removal of the fine particles 
of soil by rain water or wind is called soil erosion. Soil 
erosion is chiefly caused by rainfall. If the rainfall is heavy, 
it washes away the upper particles of the soil which are soft, 
loose and productive. It, therefore, does considerable damage 
to the productivity of the soil. This type of erosion is known 
as sheet erosion. When the rain falls in torrents, the water 
runs off into streams and cuts deep into the land and creates 
deep pits called ravines. Soil, thus, becomes practically unfit 
for cultivation. Such erosion is known as gully, erosion. 

Soil erosion has done much damage in India. Erosion 
caused by torrential rainfall has been, in particular, very 
harmful. In a large part of Behar and on either banks of the 
Jumna and the Chambal, vast tracts have been rendered unfit 
for cultivation by this evil factor. This problem has long 
been neglected in this country, but it has now begun, to 
attract attention. Some measures have also been adopted to 
check it. 

Soil Exbaastion 

Another soil problem in our country is that of soil 
exhaustion. The loss of fertility by the soil due to > over- 
cropping is known as soil exhaustion. It is caused by the 
raising of heavy crops one after the other without allowing 
it any rest or applying to it fertilizers and manures- This 
is an important reason why the yield pet acre is very low in 
India and compares unfavourably with that of other countries 
of the world. Rightly the Indian cultivators find' that the 
soil is not as fertile today as it was in the past. Increasing 
population and continued peace have permitted land no rest, 
and fertility exhausted by continued cultivation , has not been 
restored to the soil by the use of rich manures. This problem 
is causing anxiety to the thinkers and agricultural experts of 
our country, though practically nothing' has been done to 
remove this shortcoming.^ j _ 

§ 3. CLIMATE OF INDIa " 

After studying the geographical location and geological 
structure of our country, we come to the study of her climate. 
If you look to a map of India, you will find that she extends 
from 8° to 37° north of the equator. The Tropic of Cancer 
cuts it into two parts, viz., the Northern India and the 
Peninsular India. The Northern India has temperate climate. 
The rigour of cold and heat and the humidity of the atmos- 

iFor the contiOTersy whether the fertility of Indian soil has deteriorated or not, 
the reader is refeired to K. L. Dalta, Ref»rt cn High l-rices. 
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phere vary from province to province., ® « 

the northern and western parts cUm^ 

conditions ; and as we move eastwards, they tend to hecom 
State.. Thus the North-West Frontier Se 

Punjab .are very cold in winter season and very hot in tn 
summer season ; but as we move towards Bengal and A.sa .. 

winters tend to become mild and summers moderately warm. - 

Similarly Sind, Rajputana and the Punjab have dry 
but in Assam and Bengal the atmosphere is moist, inc 
mountainous and hilly tracts in the Northern India enjoy 
cold winters and refreshing and delightfully cool summers. 

The Peninsular India falls in the equatorial zone. 
generally remains hot throughout the year ; the di^rence in 
temperature during the winter and the summer months is very 
small. The coastal regions, of course, enjoy equable climate. 


ElCecls q 1 Climate on tne Economy ot the Conotry 

The climate of a country plays an important role in 
determining the character of its economic life. In Book I we 
had the occasion to show the relationship between econormc 
and geographic conditions, which finds best illustration in the 
effects of climate on the economy of a country. We shall 
discuss this subject below with special reference to India 

(1) The occupation of the people are determined hy 
climate. In our country the available moisture end heat make *- 
her best fitted for agriculture. This is an important reason 
why India is predominately agricultural. 

■ (2) The diversity of climates causes a diversity in 
vegetable, mineral and animal products 'and makes life rich, 
varied and delightful. In India, for instance, grow all the 
vegetable products, from the wheat of the Punjab to' the rice 
of Bengal and the cocoanuts of the coastal areas. We also 
possess the various minerals, from the salt range of .the'Punjab 
to the coal and iron fields of Bengal, Behar and Orissa and the 
gold fields of Mysore. All sorts of animals ate also .to be seen 
here, from the I^shmir faill-sheep to the Sind camel and Bengal . 
tiger. Such diversity of climate has fitted India pre-eminently 
for economic sclf-«ufi6ciency. 


(3) Climate also determines the efficiency of the people, 
since it infiucnces their physical constitution and working 
capacity. In colder climates people tend to become sturdy, 
healthy and painstaking, while the , hotter climates tend to 
make them weak and dull. For instance, a Bengali who lives 
in hot and moist climate is weaker than a Nepali who lives 
in cold climate. 


(4) Climate affects not only the body but also the mind. 
People living in hot climates cannot do very hard brain work, 
at least not for long periods, as compared to those living >n 
cold climates. U is maintained by experts thatm temperature 
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of 60° F is ideal for manual work and that of 30° F for 
mental work. 

(5) Climate also determines the dress of the’ people. In 
cold regions people wear woollen and tight clothes, while in 
hot regions loose cotton or silk clothes' are generally put on. 
This factor has repercussions on the standard of living and 

^’efficiency of the people. 

(6) Climate also -affects the nature of shelter and building 
and the planning of cities and roads. In the warmer tracts 
of our country, a courtyard or an^an is considered to be an 
absolute necessity in the house, but it loses much of its 
importance in cold climates. Climate also determines the type 
of colours which are preferredl In hot clirhate, where plenty 
of sunshine is available, bright colours are liked most ; but in 
cold and cloudy tracts, light and plain colours are usually in 
fashion. 

It is apparent from the above that the influence of climate 
on the economic conditions of a country is very fundamental, 
There is indeed much truth in the suggestion that the civilisa- 
tion itself is a product of climate. 

§ 4. THE RAINFALL 

Rainfail is one of the two important factors which go i 
to determine the climate of a country, the ocher being . 
temperature. The rainfall in India is brought about ■ by the 
monsoons. It is concentrated in a few months, mainly July, 
August and September. It is not evenly spread and is 
uncertain in points of quantity and time. Sometimes it 
falls in torrents and at others it is entirely absent ; while 
periodic ffuctuations ate frequently noticeable. 

Most of the rainfall in this country occurs during the . 
summer months when the sun is north of equator. Due to 
the position of the sun, ait lying over the landmass of India 
becomes hot and light and rises up. At the time, the pressure 
of air in the southern oceans increases because the sun is 
far distant from it. Since air flows from a region of high 
pressure to the region of low pressure, a wind sets in from 
-•southern oceans towards the landmass of Itidia. it travels 
thousands of miles over the sea and absorbs enormous 
quantity of moisture in the way. .."When it strikes against 
the mountains, it gives off its moisture which comes down 
in the form of rains. As this wind blows in summer, it is 
known as the summer monsoon. It has two branches ; the 
Arabian Sea branch and the Bay of Bengal branch. < - 

The Arabian Sea Branch. The Arabian Sea branch of 
the monsoon comes' rushing up from south-west and strikes 
against the Western Ghats where the rainfall is heavy'. It 
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in determining the economic conditions of the country, 
as they regulate the rains, the winds, the heat, the cold and 
'the moisture and through them the supply of foodstuffs and 
raw materials. Their chief advantages are the following ; 

(1) They stop the monsoons which rush northwards from 
the Bay of Bengal and Arabian Sea end thus cause rain which ^ a 
is the life-blood of Indian agriculture. If the moisture does ' • 
not fall as rain, it gets frozen into snow and then descends In 
glaciers, feeding the rivers throughout the year, 

(2) Moreover, they stop the cold winds coming from the 
Tihctian tableland from entering into India and thus save her 
from a calamity which might have otherwise made this 
country a dreary land. 

(3) From the Himalayas flow the most important rivets 
of the country, the Indus, the Ganges and othtrs, which arc 
perennially fed by the snow-clad mountains. Much of the 
agricultural importance of India depends upon these rivers. 

(A) In the lap of Himalayas are also found a large 
number of water-falls which can be harnessed for the genera- 
tion of electric power and the industrial development of 
the.country. , 


(5) The forests covering the southern slopes of the 
Himalayas retain much of the rain-water among the network j 
of their toots and their floor of dead leaves, by preventing' 
too rapid a surface flow. Throughout the dry season, this 
water slowly trickles down and saves our rivers from absolute- 
ly drying up. The Himalayas, therefore, store and regulate 
the supply of waterlto the plains in an equable flow all the 
year round.® 


(6) The ffimalayas are responsible in various ways for 
giving to the country the brisk variety of climates 
which leads to the growth of almost all the ccrkls, fibres and 
beverages. 


u T invulnerable that 

they protect India frorn a northern nvasion, thus guarantee- 


b..pSuf wSh Srite mIiomTS" J."““ 

inoed'^ This™U economically much deve- 

oV ■“'“'“A" 'h. 

whole the region is self-sufficient ^tmoac 

all of its requirements except salt Ld Seum ' 

There are a number of valteys in this region which are_ 
, , Sffnimja tf Sritith rttdia, 
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situated in rain-shadow areas and where agriculture is 
successfully carried on. In the eastern part water is plentiful 
and citrus fruits like lemons and oranges are grown. The 
western part, on the other hand, is dry and here deciduous 
fruits hke chestnut and apple are grown. 

^ ' This region is very rich in forests. The most important 

trees found here are the pine, oak and sal. However, these 
forests remain largely unexploited because they are situated 
' in the regions which cannot be easily reached, the means of 
transport and communication being very poor. At present 
they are exploited only for their products like kaththa and 
turpentine. - ' ' ’ 

The Himalayan region consists of valuable pasture land 
where sheep and goats gtaie and produce abundant (wool. 
Some minerals, including gold,' are also found here. , , > 

Tbe lodo-Gangetic Plain 

The second geographical division of India is the Indo- 
Gangetic Plain. This stretches irom the Vindbyas in the south 
to the northern mountain ranges. It consists of very large 
plains, traversed by several rivers, which enrich it by the 
fertile alluvial soil washed down by them. A group of fivb 
rivers with Indus as the principal river,' gives to the Punjab 
kits name. Another group of several large rivers including the 
Ganges and the Jumna pass through the U.P., Bihar and Bengal. 
The most important' rivers of the region ate the Indus and 
the Ganges, and, ' therefore; it is called the Indo-Gangetic 
Plain. 

These rivets areieconoraically very important. {!) iThey 
have covered the entire land with soft, deep and fertile 
alluvial soil. Thus they have given to this region the enviable 
fertility for which it ' is • known throughout the iwotid. (2) 
These rivers arc the perennial source of water and have 
provided marvellous irrigation facilities. (3) They also shift 
their bed from time to time and. have, created am undulat- 
' ing tableland. They are generally called “the land-makers’’.* 

(4) Finally, they are navigable to certain .extent land have 
made some contribution to the removal of the economic 
isolation of this region. , , - . . ^ 

‘ Thus these rivers are economically very advantageous.' 
But they are not large and deep and do not aiiow big steamers 
to ply throughout or through a large part of their course. . And 
as their course is rapidly changing, trade centres do .not 
develop on their banks.' > ■ . . , . 

On account of its large rivers and 'fertile soil this plain 
became the home of Aryan civilisation and the birth-place 
of religions and empires ; and is today reckoned as one of 
the most Important ‘ agricultural' regions in the world. All 

30 
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also ascends upwards and causes rainfall in other parts of 
the country. On an average it gives about 100 inches of 
rainfall. This rain falls in June, July, August and Sep- t 
tembec. 

The Bay of Bengal Branch. The Bay of Bengal branch j 
of the summer monsoon rises laden with moisture and \ 
faces the eastern range of mountains causing heavy/l 
rainfall there. The rainfall at Chcrapunji is the 
highest, being 480 inches on an average ; it was more than , 
800 inches in 1861 This monsoon also rises upwards till 
it is obstructed by the mighty Himalayas and gives rain to 
the most fertile and the most densely populated part of the 
country, viz , the Ga nges Valley. 
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nf r Arabian Sea branch and tne Bay of Bengal branch- 

rainfall tnTif monsoon give 90 per cent of the total yearly 

S iSa ea? ‘“po^^nce to the prosperity 

or India can, therefore, be easily appreciated, 

ml,o<- rainfall is also caused during the winter by 

?we ha^e The -summer monsoon! 

September. After September, the 
ther??s^a *o“«h of the equator. Consequently 

there is a rise m the atmospheric pressure in the Northern 
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India ; and a corresponding decline in the atmospheric pressure 
jn the Southern India, As a result of this change, the Bengal 
Dtanch of the summer monsoons fails to penetrate into the 
nigh pressure regions and takes its turn towards the south. 
It • blows along the western coast and strikes against the 
southern end of the Peninsula, thus giving rain to the districts 
• north and south of Madras. 

§ 5. THE FLORA AND THE FAUNA 

The geographical, geological, and climatic conditions 
determine the vegetable and animal life (the flora and the 
fauna) of a country. In India these condition? are so briskly 
varying that her vegetable and animal life is extremely rich. 
In India we find the tropical products like rice, coffee, su- 
garcane, jute and bananas ; the sub-tropical products like 
cotton, tobacco, opium and tea ; and the temperate products 
like wheat, maize, barley and potatoes. 

The animals found in the country are of numerous 
species. The bullocks and the buffaloes are the most important 
of these and are employed for ploughing the fields, 
for carrying loads and for drawing water. .The cows, and 
j,ihe-buffaloes are not less important since they provide milk 
and ghee which are largely consumed in the country. Then 
there are animals like the sheep, the goat, the donkey and the 
camel which have their respective spheres of usefulness. 

' ^ ' t 

. , § 6, GIOGEAPHIOAL. DIVISIONS OF IN DU 

From the geographical point of- view, India can be divided 
into the, following four broad divisions ; 

(1) The Himalayan Region ; 

(2) The Indo-Gangetic Plain ; 

(3) The Deccan Plateau ; and 

(4) The Coastal Strips. 

The HfmalayaniRegloo 

. The Himalayan Region comprises the northern mounta- 
inous tracts of the country. On the north-west of this region 
spread the Hindukush ,and Sulaiman mountains and on the 
south-east, the mighty Himalayas. The south-east mountains 
are crossed by several passes of which the Khyber, Gumal and 
Bolan are important. These passes ate important trade 
routes. 

The Himalayas are the chief point of attraction of this 
geographical division. They have the reputation of being the 
loftiest mountains in the world, dnd play an important part 
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kinds of cereals, like wheat and rice, of raw materiaU like 
cotton and jute, of beverages like tea and coffee, grow here. 

It is also rapidly becoming an industrial region. Abundant 
raw materia 1, cheap and plentiful labour and extensive 
markets for the products, arc valuable assets for the industrial 
growth. 

The Deccan Plateau 

To the South of the Vindhyas is situated the Deccan 
Plateau which looks like a triangle. The Vlndhyo range is its 
base, the Cape Comorin is its apex and the Eastern and 
Western Ghats are its sides. This tract is a tableland and 
has an average height of about 1,500 feet. This is indeed the 
oldest part of the country. It consists of many vall^s 
through which several rivers flow. The Mabanadi, the 
Godavari, the Krishna and the Kaveri flow towards the East 
and the Natvada and the Tapti towards the West. These 
rivers are not good for navigation since they are very rapid ; 
have several falls and rocky beds.*! 

In this region large varieties of soil exist, from the fertile 
and moist black cotton soil to tbe dry and barren deserts. 
The rainfall is little and uncertain and the entire region is 
subject to famines. The plateau is well-known for its forests, 
cocoa-nut palms . and cinchona tiees. Sugarcane, oil-seeds, 
millets and tobacco grow fairly well in the entire region.-^' 
Madras grows rice and the southern parts tea and coffee. 
Coffee is, however, the most valuable crop. 

TUe Coastal Strips 

Besides these three important parts of the country there 
are coastal fringes along the eastern and western coasts. The 
coastal strip lying between the Bay of Bengal and the Deccan 
Plateau is known as the East Coast or the Katomandal Coast. 
The atrip lying between the Arabian Sea and the Deccan 
Plateau is known as the Western Coast or the Malabar Coast. 
The Katomandal Coast is more extensive than the Malabar 
Coast. These coastal strips possess alluvial soil and are very - 
fertile. They do not have any mountains or rocks. 

The western coast is known fot cocoa-nut trees, cotton 
and spices like peppet and catdimums. The celebrated Broach 
Cotton which is the best in India grows in this region, Tbe*- 
most important crop on the Eastern Coast is the rice. Cotton 
and sugarcane are also grown while groundnut and jute are 
becoming rapidly popular. Hydro-electricity is being generat- 
ed on an iccreasing scale and efforts are being made to 
develop the various Industries as well. 

“The Deccan liveis, like most rivers in plateau regions, flow in deep 
gorges, and are, therefore, of little value fot either irrigation or commnnicatioo 
and It will be seen that thete is no tovfn of any sire or importance on any ol litu 
Deccan rivets, — Thnnton, Ectnemic Gt^graphj. 
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TEST QUESTIONS 

I. DcKribe the geographical limits and location of India, 
s. Write an essay on the "Soils of India’*. 

3. Explain the climate of India and describe her flora and fauna, 

4. How is rainfall caused in India ? What are its characteristics ? 

5 ‘, Describe tfe geographical divisions of India. 

6. What is the economic signiflcence of the Himalayas ? 

7. What are the advantages and shortcomings of the Indus and the Ganges 

systems of rivers ?• » ' 


EXAMINATION QVESTiOSS 

> > a Is 

U, P. Board 

1. Describe the characteristic soil and climatic conditions of the United 

Provinces. How do these effect the economy of the province. ( 1 . A., 1929) 

2. Give an account of the soils and climate of India and explain their effects 

on the economy of the country. ‘ (I. A., 1933) 

Rafputana Board 

1. What are monsoons ? How do they arise ? Explain the economic 

effects of the monsoons in India. • ( 1 , A., 1935 ) 

2. . Explain fully the way* in which monsoons affect the economic well-being' 
of the people of India. _ (I. A., 1937; 

Other Examininp Bodia* 

< I, Discuss the relation between the economic and geographical conditions 
Of a country. - - (Delhi, I. A., ,1937)' 

2. Write on essay on the soils of India. . (B. H,. U. I. A., 1938. 1931} , 
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THE FOREST AND MINERAL WEALTI^ OF 

In the matter of mining, metallurgy and metal manuf^*^^’'®; 
respects, India was for centuries, self-supporting and in ndvanf® otuer c 
Her comparative insignificance in this respect at the ptesei“ , ,t 

failure to advance with the western world In the adoption of 

use of improved machinery and the Organisation of Industr/ ® latgs s 
r. G Kali. 


§ 1. FORESTS ' , 

. . • I ii ‘ " 

A valuable gift which Nature has ,give° 
forest wealth. Forests are the natural vcgetatit^*^ 

Originally a large part of the earth was covefC“ °y them, 
as population increased, they were gradually cleared to ma 
room for human habitation. The history of ot*^ country sho 
how land was at one time covered with thick *°*’^tic 

and was gradually won over to cultivation. in 

"iVam, iot instance, practicaWy no iorcsts are -r 

the hilly tracts and sparsely populated region^* **'^8 
Approximately one-fourth of the tdtal area 0} country 
clad with forests, and their economic possibility^® great. 

Indian forests 

Indian forests can be divided into seve^^^ groups. The 
more important varieties are the following : 

a) the Tidal Forests ; (2) the Evergreen Forests 

(3) the Monsoon Forests ; and (4) the l4ountain Forests. 

Ill Tidol Forests. Tidal Forests (which shown in the 
map on this page in solid black) are found ^® sea coasts, 
near the tidal creaks and in the deltas of the 

(2l Evergreen Forests. Evergreen forests I'^^lch have been 
i shown in the map with vertical lines) exist v/^^®*"® the rainfall 
is very heavy. Naturally they are found on th® Western Ghats 
and in the Himalayan region. The wood of tl^®®® trees is very 
hard. They have not been subjected to coro™®tcial exploita- 
tion to any considerable extent. 

(3) Monsoon Forests. Monsoon forests (^hown with slant- 
• ing lines in the map) ate found in the region® where the rait> 
fall is not very heavy. They cover the DecC^ty PJateau «nd 
North-eastern India. They grow well dutifyS the monsoon, 
when the precipitation is heavy, and protect themselves against 
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evaporation during hot season by dropping down their leaves.^ 
The teak and the sal, which are the most important trees in 
India, are of the monsoon variety. Their value can be realised 
from the fact that the Government have classed them as 
‘reserved’ with a view to check their indiscriminate cutting. 



INDIA 1 DismigurioN of foRssrs . 
Fig. 30- 


(4) Mountain Forests. In the monutainous regions are 
ound the mountain forests fsbown in the map with horizontal 
Ines) which are evergreen. Some of these trees, like the oak, 
lave broad leaves ; while others, like the pine, have conical 
leaves. The moimtainous forests nbound in the Himalayan 
region. 

Economic Importance o! Forests , 

Forests ate of profound economic significance and richly 
contribute • to- the national wealth and welfare. To the 
agriculturists, they promise tains ; ito the Government, 
revenue; to industries, raw material; and to the villagers, 
fuel and pasture lands. Their advantages are both direct and 
indirect. 

Direct Advantages. The direct advantages of forests are 
to.be found in the various major and minor products which" 
they yield. ' - 

lEviporatijn pUc^ througli leavrf j so that if th* ieavis ate dropped by 
a tree, evaporation will no longer take place. 
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if thus made equabSf aS fmosphere. The climate 

through the cold atmosoherp^^^^^^^ waterladen winds pass 

get cooler and forests, t^ 

(2^ causing rainfall, 

leaves- dropping their 
soil in the cSof u^wfrh tS 
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Forest Administration 

reaching' fundamental and far- 

upon them as valuable national^'Lc f 
m their preservation. Forests *^^he special care 

ments with the main obf/cr hy Govern- 

cutting of the forests sc^orifiA Ptev^ntiofi of reckTesi" 
rests, scientific system of sylviculcute and 
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afforestation. At one time the State in India paid no attention 
forests which were left entirely to the mercy of the 
villagers and primitive tribes. But during the last 70 years 
■ or so, the State has taken them under its own control and 
much attention has been paid towards their conservation and 
proper exploitation. The general forest policy of the Govern- 
ment of India was definitely laid down in 1894 when the 
Indian forests were divided into the four following groups ; 

1. Forests the preservation of which is essential for 
climatic and physical reasons. 

2. Forests which afford a supply of valuable timbers for 
commercial purposes. 

3. Minor forests containing inferior kinds of timber and 
managed for the production of wood, fodder, grazing and 
other produce for local consumption. 

4. Pasture lands which are not forests as such, but only 
grazing grounds. 

Steps have been , taken by our Government to save the 
forests from the evil of indiscriminate and reckless cutting, 
and to improve their yielding capacity. These attempts have 
been fairly successful. 

Backwardness of onr Forest lodastry 

The forest industry of out country is very backward. 
This can be well appreciated from the fact that the Govern- 
ment revenue from’ Indian forests is only Rs. 5 crores per 
annum while in Germany, which has a much smaller forest 
area, ic is almost 9 times as^niuch. ' ’ 

t • 

The causes of backwardness are several. Consumers in 
general, are not aware of the value, properties and utilities of 
timbers of ail kinds. The Government have so far paid 
ittention to .the preservation of forests rather than to their 
proper exploitation. Much ^ of the backwardness must be 
attributed to the poverty of the means of transport and com- 
municat io»' ; tramways and roadways are little developed. 
Moreover, the system of sylviculture is backward and affore- 
jtation is fairly absent. The complaint is often made that 
:he forest service is poorly staffed and the commercial side is 
generally overlooked. _ 

All these defects must be removed if our forest industry 
.3 to achieve the proud place, it deserves. Through the 
levclopment of means of communication, introduction of 
icientihc sylviculture and afforestation, and improvement 
n the forest service, much can be done. The Royal Com- 
Tussion on Agriculture recommended the appointment of 
’otest Utilization Officers in the various provinces, who should 
)C entrusted with the duty of proper utilization of forests. 
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A closer contact between the Forest and Agricultwal 
Departments was also recommended. It was suggested that 
forests should be classified into major and minor divisions, the 
former consisting of the commercial forests and the latter of 
fuel wood and pastxires which should be transferred to - the 
control of the village panchayats. Agricultural colleges, it 
was hinted, hould institute courses in forestry for the 
-training of new officers. 

§ 2. MINEBAL VTEALTH 

Of equally great, or perhaps of greater, economic im- 
portance ate the mineral resources of a country, which arc 
entering more and more into the modern mechanism of 
industry and even the domestic lives of the people. The 
modern industrial progress is fundamentally' based on ma- 
chinery and power which are produced from iron and coal 
respectively, the two most important minerals. Our country 
is quite rich in various minerals. Minerals are associated with 
old rocks. Naturally, therefore, the Peninsular India, which 
has the oldest rocks in the country, abounds in them ; while 
the Northern India, which is fairly young, is poor in this . 
respect. 

Coal .i 

Coal is the most important mineral in this country - 
The annual output of coal is about 20 million tons, it 
is, of course, nothing in comparison to ' the' output of 
Great Britain, which comes to 500 million tons per annum ; 
but excluding Great Britain, India is the largest producer 
of coal in the British Empire. 

Indian coal comes almost entirely from the system of 
rocks known as the Gondwana System. -It extends -over 
the Peninsular India including Bengal and Bihar. Jharia- 
18 the most important coal area, producing, as it does, 50 pet 
cent of the entice coal output of the country, Raniganj coal- , 
field comes- next in importance, adding another -25 per cent 
of coal. Then there are various minor coal-fields in Central 
Provinces and Hyderabad. There is also the Tertiary 
System of rocks which produces 2 per cent of the total 
output of coal which is found at its two extremities, 

Bengal and the Punjab. 

Coal mining industry of India is not much developed 
and has to face a large number of obstacles. ,India has a 
hot climate which does not- favour underground work ; 
labour is . not very efficient; while -coal cutting machinery 
is in little use. Moreover, most of the- coal is concentrated 
in Bengal and Bihar and has to .be transported over long 
distances before it reaches the.centres of consumption, which 


2tl 

— 1 



‘ rig. 3»- 


ronOre is «*“®QualtW. S tS 

f r^T oi i«°'?L U Bonai and be next 

has si«'Pi^ntovince *? B„lghat, Unjg 

impotta?’^/a-,8ttict8 °| |fa in due to the fa^ 

■ whet® '^‘^ nte is also ^°n itnpottance nu ^ jich 

worthy. O*® .^nites on^Y '‘^^'^JhfSjnornicaUY 

*« ■ 
V„-,?l»n'»!*‘’‘"’ 



242 


IKTRODUOTIOH TO ECONOMICS 


and United Kingdom by under-selling them in' their own 
markets. 

Petroleum 

Petroleum shares with coal the honour of supplying 
power to various industries. India is very poor in 
It is found only at its two extremities, viz., Burma and the 
North-'West Frontier Province. Burma is now separated' 
from India and the only eastern supplier is Assam 
some oil is produced from Shale in Digboi. In the N.-W- F- 
petroleum is found near Rawalpindi. These deposits have 
been worked for a very long period and have now become 
exhausted. Oil refining is only imperfectly carried on m 
India and all the by-products are not obtained in the process. 

Manganese ^ 

Manganese is used for the manufacture of high-speed 
steels. India was at a time the most important producer 
of manganese ; but since the inauguration of the Five Years’ 
Plans in Russia, she has been outstripped by that country. 
Manganese is produced in India chiefly in C. P., Balghat and 
Nagpur being specially important for it. Bombay also 
produces manganese near RatnagirL Formerly, we used to 
export manganese to the United States in large quantities, 
but now she draws her supplies from U. S. S. R. Out exportsj^ 
now go to the United Kingdom and France. 

Mica 

Mica is a non-conductor of heat and electricity and is, 
therefore, utilized in the manufacture of electric materials. 
India is the largest producer of mica in the whole of thp 
world. It is found chiefly in Bihar. Some blue mica is also 
produced in Travancore. 

Gold 

India produces 'about 5 per cent of the world’s output 
of gold. /iJmost the entire supply comes from the Kolat 
gold mines of Mysore. .They have been worked for a very . 
long time ; and the 'metal has now to be mined from great 
depths. The output, however, is small. 

TEST QUESTIONS * 

tj What are the forett resources of India ? Disenss the types of Indian 

* 4 ^ 2 . i Show the economic importance of forestS4 What is the object of forest 
administration ? 

3 . 5 Is Indian forest indasUy backward 7 If so, why ? Can you suggest 
meaiurt-s for the ImproYcraent of hU iodusUy e 

&. Write an ctsay on the •'Mineral Resources of India.” 
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U, P. Board 

I. “The natural resources of India are very great. What is required is 
their proper ponseivation, development and use.’' Explain this statemest, 
particularly with reference to water power, forests and minerals. (I. A., 1940) 

Rajpntana Board 

1. What is the importance of forests in the national economy of this 

country ? Describe the policy pursued by the Government to develop forests. 
(I A., J 939 ) - 

2. Describe the distribution of raw materials in the different part of 
India and state their impartance in the development of our industries, {f . A., 

193;) 

Other Examining Etodies 

1. What ate the factors that lead to the economic prosperity of a country 
and how far are they found in India ? tDelhi, I, A., 1928) 

2. Discuss the mineral resources of India, with special reference to coal 
and iron. (B. H. U., I. A., 193 ^) 

3. Discuss how far the mineral resources of India are adequate (or the 
industrialisation of the country, (B. H. U,. I, A., 1931) 
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soil to the 

as more or less parasitical. This is hut’ uaturil^itn'^ indtKtnes appear to them 
agricultnie predominates jin^i th^. ^ social economy in ^^hlch 

tL easily a^ocounte^^ attachment of the people ?? the sod is 

the iSst conditions have made India one of 

cne most important agricultural countries nf tVis« wnrld. 
India IS mostly agricultural, three out of every four men 

year,® liveliLod. Every 

The value of the^mr ? million acres of land is cultivated. 

1,000 crores of rupees. ThT«wf vrown'"® 
conveniently divided into : ^ grown m India can be 

(1) Food crops, like wheat, rice, millets and pulses ; 

^ ^ ^offe^°and*^ taw beverages like tea and 

ottee.and taw materials like cotton and jute. 

non-food crops ^Aljout^ao^*^* ^“Portant than 

area (200 million acres) is given to theVo°rL‘^* total cultivated 

iug20percent(50 milUoLc?es) t?thlTa^^^^^^^ 

be dlvid^ i and'^^lwY^ ® “ops may 

plenty of water and is sowT in r hi' K 

Nor'^btr, md 1. „\dy la’lSSch'S 4rT“ 

§ 1. FOOD CROPS 

With the^pto^duct^^n 'of varioS fe"'’ “ concerned 

ate the most important of rood crops. Rice and wheat . 
by barley, maize, SL followed 

arc making slow but stendw ®®®‘ bruits and vegetables 
carved out for itself an imp1)rta^t°Suion^'''' sugarcane has 

acres in a about 72 million 

mUUon tons. OvcH’ *bouc 425 

pal food crop, but even rice is the princi- 

P. out even with the comparatively large 
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ptoduction of rice in India, there is annually a big import 
from Burma, an import which may go up to 2,000,000 tons 
a year, to supplement the internal supply. 


Rice requites abundant 
heat and moisture for its 
growth. It is, as such, most- 
ly grown in the damp and 
hot parts of the country, as 
is shown in the adjoining 
map. Bengal, Bihar and 
Orissa ate the most impor- 
tant.tice growing tracts, U. P. 
and Madras also grow rice. 

Rice is grown in di- 
fferent soils and under 
different climatic conditions 
in this country with the 
result that its varieties are 
numerous. Compared with the 
avtrase yield of some other rice-growing countries, the Indian 
average appears to be small. Recently the importance of proper 
, research in rice has been' realised and a scheme of rice 
research finance by the Imperial Council of Agricultural 
Research and the Empire Marketing Board has been instituted. 



Wheat 

The second cereal in order of importance in Indian agri- 
culture is wheat, of which 
there is annually a total of 
about 35,000,000 acres and a 
total output of from 9,500,000 
to 10,000,000 tons. Unlike 
rice, wheat requires little 
moisture and cold climate. As 
such it is gtown in India 
-as a winter crop when these 
conditions are available. . As 
appears in the adjoining map, 
the Punjab and the United 
Provinces are the 'most im- 
portant ■ wheat-producing re- 
gions in India. They contri- 
bute together no less than 75 
pet cent of the total output 
of the country. C. P. and Betar ate also notc^pr wheat, 

TLe Quality of Indian wheat, however.n^'^'poor. It'dete- 

^ ^ ^.IrfVier as a result of defective threshing which 
riorates rurtnci. 
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Srbtint " S‘“’ tubblsh tD mi* with wheat. Effom 

Being made to improve the quality. Experiments are 
beint? carried rm«- ?n ({jj 


VSIHEAT 
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being carried out in tne 
various agricultural colleges 
and at the Imperial Research 
Institute with this object in 
view. The Government 
have appointed a standing 
committee to deal with the 
various ^ wheat problems. 
Improved varieties of wheat 
ate now grown and covet 
®bout 7 million acres of 
land. Success has also been 
achieved in grading of 
wheat, and Pusa 8, Lyallpur 
5, and Cawnpore 4 have 
become very popular. 

Since the opening of 
the Suez Canal, India has 
other countries of the world exporting wheat to 
the exports have been very- Ar. years 

export from India has been ^ Jn fact, wheat 

«ty and is noticeable only fluctuating quan- 

commodity are high. Almost for this 

have now begun to produerthis i countries of the world 
of rfacm underlseu scientific 

threatened bv Wheat production 

he saved only throuvh^^ foreip imports of wheat 
wheat has, however, increased fn P'^otection. The output of 
completion of the Sukkar Barraee ^ result of the 

Barley other similar projects. 

“ , Barley, like wheat. ;« o 

^ cheap grain ‘® grown along 

poor. It IS, therefore; erown ^ “ largely consumed by the 
everywhere ®U P ^ and is to be 

the.importanr barley region^: Bartl however. 

Baize arley is not much exported. 

i?U^^'"X‘®^”^«fly cUmate,just 

Orfssa particularly 

Iff consumed locally. osed as a food grain and 

Billets 


Millets constitutf. 
coimttyand consists of?evem^l°Jo“?^ °f crops in 
y the poor people and the cattle They are consun 
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The most important millets arc the joar (Sorghum) and 
bajra or kambu (the Buiruch millet). <J oar requires more fertile 
soil than bajra. Their production follows the quality of soil. 
As these grains are very cheap, they are grown carelessly, 
often .without manuring. Bombay, Madras and U. P. are the 
chief regions of production. Punjab grows bajra but not joar. 
Oh the other hand,' joar grows well in C. P. where bajra is 
’ not to be seen. 


Another millet, , which is chiefly grown in the South (in 
Mysore, Hyderabad and Madras) is the finger-millet or ragi. 
It requires irrigation and is a dear crop. The poor look upon 
it as a luxury. 

Poises 


India has a great range of pulse crops. These pulse crops 
are important both from the point of view of husbandry and 
of nutrition. They ate an invaluable phase in many rotations, 
helping to keep up the fertility of the soil, which purpose 
they also perform when grown (as they often are) as mixed 
crops particularly with millet, ripening ‘ and harvesting first. 
In the realm of nutrition they are sources of protein particu- 
larly necessary in a country where the bulk of the population 
is vegetarian. They ate ^also important from the point of 
view of animal nutrition, to which they contribute in a 
variety of ways, e. g. by their seeds, by their husks and by the 
green parts of the plant. Their yield is fairly good. The 
chief varieties of pulses are arhar and chana ; urd, moong and 
masoor are less important varieties, 

Frnits and Vegetahies. 

• The cultivation of,, fruits and Vegetables is at present 
carelessly carried on in the country but the demand for them 
is increasing and scientific ' methods of cultivation are slowly 
becoming popular. 


Fruits. India produces a large variety of fruits of which 
bananas, guavas, pomegranates, jack fruits, melons and 
cocoanuts are very common. The consumption of fruits in 
this country is slowly but steadily increasing and some fruits 
like mangoes have begun to be exported. -It is also being 
widely recognised that fruit culture is a successful remedy 
against the uneconomicinature of holdings. Helped by these 
two factors, fruit industry is likely to make an advance in 
future ; but the varieties and the methods of cultivating fruits 
require considerable improvements. To these ends a good 
deal of effort is being devoted by agricultural departments 
and by the Imperial Council of Agricultural Research,' ’hhe 
body which is charged with the task of stimulating, co- 
ordinating and helping to finance agriculture and animal 
husbandry research throughout India. . - ■ 
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Vegetables, The consumption of ^ vegetaWes in .India, h 
very large. Vegetables are grown in all the villages and in 
the suburbs of cities. They can be transported for sale over 
short distances but long distance trade in vegetables has not 
yet made its appearance. Some well-known vegetables of the 
country are potatoes, cauliflowers, tomatoes, cabbages, brinjais 
and peas. It is expected that with the development of rapid , 
means of communication and the introduction of cold storage, 
the cultivation of vegetables, as of fruits, will increase. 

Spices 

The consumption of spices in India is very large, for 
Indians' have a habit of taking spicy things. Turmeric and 
chillies are found almost everywhere. Cardamums, pepper 
and ginger are grown on the Malabar and ;Travancore 
coasts. 

Sugarcane 

India is one of the most important sugarcane growing 
countries of the world. She is only next to Cuba in this respect. 

Sugarcane is grown in 
fertile soil and requires high 
temperature and fairly well 
distributed heavy rainfall. 
Artificial irrigation is fa- 
vourable to its growth. The 
most important region pro- * 
ducing sugarcane in this 
country is the Ul P., the 
Punjab, Bihar and Bengal 
are other important regions. 

Since the grant 1 of pro- 
tection to the Indian sugar 
industry in 1932 and thd . 
consequent rapid advance of 
the same, the growth of 
sugarcane has been tremen- 
dously stimulated. Not only 
. . , . ' ■ has the- quantity of sugar 

gone up, but its quality has also been improved. About threc- 
lourth or the total area under sugarcane is now devoted to 
tne improved varieties. The improvement of sugarcane *■ 
cultivation, the study of its. pests and diseases and the in- 
vestigation or its physiology are-being carried out at a chain 
or research smtions throughout India, also at the Imperial 
agriculture Rcparch Institute at New Delhi and its sub- 
stations, while the technological side is looked after by the 
Indian Institute of Sugar Technology at Cawnpore. , . 

It is interesting to note that only 15 per cent of the 
total sugarcane produced in the country is u^ed in £h^ sugar 
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factories. About 20 per cent of the sugarcane is devoted to 
chewing and other purposes. The remaining 65 per ce^t is con- 
verted into /Jur which is largely consumed by poor villagers. 

§ 2. NON-FOOD CROPS : BEVERAGES AND DRUGS 

The important beverages and drugs which grow in this 
country are tea, cefFee, tobacco and opium. 

Tea 

India is most important tea-producing country of the 
world. Ten is plucked from a shrub which grows in the sub- 
tropical climate. ,It requires heat and moisture for its growth. 
If some stagnant water accumulates in the soil, it injures the 
shrub. Hills art, therefore, generally used for the growth 
of tea. A well drained light soil is ideal. Assam is 
the most important tea-growing province in India and is 
responsible for about one-half of the total output, Bengal is 
another important producer. Madras follows the suit, though 
it is of secondary importance. 

The internal consumption of tea is rather little, so that 
most of the tea produced is available for export. India meets 
about 40 per cent of the world demand for tea. United 
Kingdom is our best customer of tea. Of lace, keen competi- 
tion from Java and Sumatra has brought about a crisis in the 
industry and over-production is common. To meet this pro- 
blem, the industry has been following a policy of restricting 
the output associated with a vigorous propaganda in favour _ 
of tea consumption with remarkable success. 

Coffee 

Coffee is another sub-tropical crop. It requires for its 
growth moderate heat and equable temperature. It is, there- 
fore, ideally grown in Southern India : Mysore, Koorg and 
Travancotc being specially noted for it. India exports coffee 
in large quantities. It also' imports it from Java and Ceylon, 
much of which is xe-exported. Taking imports and xe-exporcs 
into account, her internal consumption of coffee is very'Uttle. 

Tobacco 

Tobacco is an important item in the consumption of rhe 
Indian people and .grows luxuriantly in India, it is chiefly 
produced in Madras Presidency, Bengal, Bihar and Orissa, 
while Gujarat and Bombay are also noted for it. The .harvest- 
ing season ranges from December to June ; February, March 
and April being the common months for the rabi crop 

The tobacco produced In the country is largely consumed 
internally. It is used for smoking hukka, while people’ take 
it with pan. The quality ,of Indian* tobacco is poor. Bfforts 
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are being made at the Agricultural Research Institute, Pusa 
and elsewhere to grow improved varieties of tobacco such as 
maY be used in cigars and cigarettes. 

Opium 

Opium is obtained from poppy seed. It is a decaying 
crop. About 30 years back it was in fact the money 
In 1911 the Government of India concluded an agreement with 
China by which all exports to China were stopped. This fact, 
associated with the fall in the consumption internally, has 
ruined the industry. In British India opium is grown 
strict Government control in Bihar and U. P.,''but its chiet 
growers ate the Indian States, particularly Indore, Gwalior 
and Bhopal. 

§ 3, leON-FOOD CEOP8 : HAW KATEBIALS 

The important raw materials that ate produced in the 
' tountry are the cotton, jute, oil-seeds and indigo. 

Cotton 

Among purely commercial crops cotton holds first place 
with Ian area of 11 to 25 million acres. India ranks as the 
second cotton-growing country in the world, the U. S. A. 
holding the first place. Cotton loves dry areas having brilliant 
sunshine, irtigation facilities and warmth. In India it is grown 
chiefly in the black cotton soil which is responsible for 50 per 
cent of the total Indian produce. Bombay, C. P. and Berar 
arc the most important provinces for cotton. The Punjab, 
Madras and U, P. are.also known for it. 

Indian cotton Is known as the short-staple cotton. It is, 
as such, of poor quality and cannot produce fine cloth. 
Cotton in India is not only poor, but its yield per acre is also 
low. Efforts are now being made to improve its quality and 
output per acre. The Agricultural Department and the Indian 
Ccntral Cotton Committee have done valuable work in this 
connection. At the instance of the above Committee several 
Cotton Acts have been passed with a view to check- adultera- 
tion and Improve the marketing facilities. 

We arc important exporters of cotton. Japan is out 
largest single customer. The various Indo-Japanese agreements 
have made provisions for the export of cotton from India to 
Japan, Lancashire mills are also increasing their consumption 
of Indian cotton. 

Jate 

India is the most important jute producer in the world, 
jute requires for its growth damp and warm climate and rich. 
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moist soil. The conditions are ideal for its growth in Bengal 
which is the most important jute-ptoducing region in India. 
About 90 per cent of the jute crop comes from Bengal and 
the rest is to be found in the adjacent provinces of Bihar, 
Orissa and Assam. The crop is an old one in Bengal, but a 
comparative new corner is Assam, where, however, it tends to 
increase. 'India exports raw jute in large quantities to the 
various countries of the world. Attempts are being made 
in foreign countries to find substitutes for jute, but with little 
success. The recent war' has given a stimulus to the pro- 
duction of raw jute. Research work on all aspects of these 
problems is being carried out under the auspices of the Indian 
Central Jute Committee, whose agricultural research station 
is at Dacca and its Technological Laboratory in Calcutta. 

Silk 

Another noteworthy product of India is silk. Silk worms 
live on the leaves of the mulberry trees. The latter grow in 
sub-tropical and temperate zones. In India silk is grown in . 
Assam and Bengal and in some mountainous tracts. 

Oil-Seeds 

Oil-seeds are primarily the export crops, or the “cash 
crops”. 'They include groundnut, linseed, sesamum and 
-mustard. Oil-seed crops are of a precarious nature and their 
price is very fluctuating. In spite of these facts, however, 
oil-seeds are widely grown. 

Groundnut. Groundnut was not always grown in India 
and was introduced probably only some time back. But it 
now occupies quite ,an important place in the agricultural 
economy of the country. Its extension has been rapid and 
continuous especially since 1924. It is grown in the Southern 
India, mainly in ■ Madras, Bombay and Hyderabad. The 
present war has hit the groundnut trade on account of loss of 
markets and prices have slumped in consequence. 

Linseed. Linseed is meant mainly for export. In the 
beginning of the present century India satisfied the entire 
world demand for linseed, but severe competition of other 
countries has contracted its foreign markets. The chief 
provinces for linseed are Central Provinces, U. P., Bihar and 
'Orissa, though there is a good deal of cultivation scattered 
over other parts of India. In the Crop Planning Conference 
held in India in 1934 this was one of the few crops the expan- 
sion of which was definitely recommended. 

Sesamum. Sesamum grows in Peninsular India. Most of 
it is consumed locally, only 10 per cent of the total produce 
being exported. 

Rave and Mustard. Rape, mustard and others, which 

under the cIp^** rr«irifprnn« oil-sp.pda opc Widely grown 
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in Northern India where they form an important 
crops. A large portion of these seeds is crushed locally »ot 
home consumption, both in small village installations and also 
in modern factories. 

The Problem of the Exports of OilSecds. The question o ^ 
the export of oil-seeds is an important problem In Indian ,, 
Economics. If the Indian oil industry is developed, these seeds 
can be crushed internally ; and we can thus obtain not om? 
the oil but also the residue or the oil-cake which is a valuaDl® 
manure. At present these seeds arc exported and we import 
in exchange only oil, the iiianurc being lost by ns. There i t 
indeed, a group of Indian economists who definitely advocate 
the prohibition of the export of oil-sceds. 

Indigo 

Indigo was a very important crop of the country 
time back. It was produced at that time in Madras, Bihar, 
Orissa, U. P., and the Punjab The introduction of synthetic 
ianiline) dyes which ate very cheap, has led to the neglect 
of plantation indigo. Attempts are being made to revive its 
cultivation, but the future of the industry is very uncertain. 

Note.— For tpeclol pioMetns of Indian Agticultnte, plcatc tee Chapter 43 , 

§ 1. Examination queations on these topics me given at ihe end of that chapter. 

• TEST questions 

r. What are the important food crops of India ? Give detailed notes on tli' 
more imporlant ones. 

2 . -VTtitc short notes on wheat, rice. Cotton, jute and tea. 

^ 3. What are the important non.food crops falling under the group of liever- 

age and drugs ? Discuss their growth and disposal. 

4. Write a short note on the agricnltural raw materials grown in this 
country. 


EXAMINATION QUESTIONS 

1 . What are the main agricoltnral prodnets of India? Account for their 
geographical disuibution. iRajputana, I. A., 1940) 

Desciibs the diitributiou of raw materials in the different narU of India .'■* 
and state their importance in the development of our Indmtries. 

(Rajpotana, I. A., 193 *) 
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IRRIGATION IN INDIA 


The main object of irrigation should always be home in ndnd ; that is, Nature 
having withheld from plants the moisture necessary to their growth, it becomes 
necessary to supply the oniission. When that object has been attained, the work 
of the irrigator ends, and to continue farther would be detrimental to the soil, 
and injurious to plants instead of beneficial.— 2). 3, Andtrson 


Adequate supply of water is a primary necessity for the 
success of agriculture. The importance of satisfactory rain- 
fall in the highly agricultural economy of India can, therefore, 
be easily appreciated. But the rainfall in India is uncertain 
in volume, time and place ; and cannot support a regular 
and stable agricultural industry. To remove this shortcoming, 
artificial irrigation of fields has been practised by the people 
of the land from very ardent t’mes, and is today a common 
feature throughout the length and breadth of the country. 
The importance of the irrigation is due to a variety of factors : 


(1) Rainfall in India is confined only to three months 
and is badly distributed, besides being uncertain both with 
regard to time and place. There ate, indeed, some areas of 
habitually deficient rainfall where cultivation is altogether 
impossible unless artificial irrigation is resorted to. Sind and 
Raiputana are good examples. Then, there are areas where 
rainfall is uncertain and which are, therefore, liable to 
famines. U. P.. C. P., Central India and Madras are so liable, 
and are known as the ‘areas in the famine zone.’ In all such 
tracts, irrigation has to be depended upon to save the people 
from disastrous famines when rains deceive them. 


(2) There are certain crops in the country which require 
regular and abundant water supply. Such water require- 
ments are not always provided by nature and have to be 
furnished by artificial irrigation. Rice and sugarcane, for 
imtance, grow mainly through artificial -irrigation. 


(3) Population of the country is fast increasing and the 
of the second or the winter crop has become essential. 
wSs being rainless in India, artificial irrigation has to be 

made use of. 

These are the various reasons why irrigation has been a 
factor of enormous economic significance in the country from 
timet immemorUL 
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Irrigation Works in India I 

If we draw a line from North to South of India through 1 
Allahabad, we will divide the 

® country into the western and 

eastern parts. Irrigation is import 
tant in the western part only and^^i: 
not so much in the eastern part. 

In the western India wherever 
water is deficient and big rivers are 
available, canals have been cons* 
tructed and many more are being 
projected and completed. But the , 
construction of canals - requites a 
mint of money and a regular 
supply of water ; and where these 
Fig. 37. Showing the .ehtive Conditions are not satisfied,' wells 
importance of the various nave been constructe'd. The initial 
tncani of irrigation and working expenses of the wells 

, ate much less than those of the 

canals, where neither canals nor wells can be constructed, 
reservoirs to ^ tanks have been made where water is stored up 
uring the rainy season to be made use of according to ne- 
cessity, Canals, wells and tanks, then, are the most important 
irrigation works in India. The total irrigated land of the^ 
less than 60 'million acres, i. e., about 
one-fitth of the total cultivated land of India. - On this, 
canals irrigate 55/, wells 25%. tanks 10%, and other sources 10%. 

Well Irrigation in India 

Well irrigation is important throughout India, but it is 


37« Showing the iel<>tive 
importance of the various 
meant of irrigation 



CANALS 


B ^ s ' H ii I I I 

r - MILLION ACRESf..J,''>Vi 55% 




'^ACREsr-: '0* 

tanks ' ' 


OTHER , ' Fi6m1LL!o{i3 
SOURCES Oacre^I 10% 

"* i K 

Fig. 38. Showing the means of Irrigation In India. 

Provinces where no less than 
over U lakh wells ate muse. Madras is the Lxt important 
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province with 6’5 lakh of wells. Punjab, Bombay, C. P., 
Rajputana, Sind and N.-W. F. P. follow in order. 

Well Irrigation In D. P, 

Tube Udells. In recent times irrigation by wells has been 
greatly encouraged by the tube well system. Many existing 
-.-^wells have been improved by boring tube wells of large 
capacity in which electric pumps have been installed ; and 
many new tube-wells have been started. Tube-wells have 
been started in large numbers in U. P. because of active State 
assistance. 

Ganges State Tubemll Schemes in U.P. Under this 
scheme, attempt has been made to utilise underground water 
in Western U. P. to be utilized for a widespread system of 
irrigation. “The primary object of the tube-well system is 
to provide irrigation facilities in the cultivable tracts of 
those districts traversed by the Ganges hydro-electric grid 
which could not be commanded by canals owing to the 
lirriitation of the river water.” This Scheme has pro- 
^ vided over 1,500 tube-wells irrigating about 7 lakh acres of 
^cultivable land, 

Fatare ot Well Irrigation 

The future of well irrigation is very bright. The great 
' ''advantage of wells is their cheapness so that they are within 
the means of many cultivators. Particularly, the policy of 
State assistance will surely be found very encouraging. 
The tube-well system is very efficient and cheap and has a 
bright future. 

§ 1. WELL lEBIGATION 

< 1 

Well kng^ion is prevalent throughout the length and 
breadth ""of our~ ‘ country. Wells' have been constructed 
wherever favourable condition8~'S3cist^V e.; -wherever 'water 
table'is High and the "soil is soft. High water .table is a distinct 
advantage since the well need not be deep in that case'and 
the cost of its construction is held in check ; at the same 
time The labour involved in drawing water need not be 
enormous. Soft soil allows the well to be dug easily and 
' quickly. The alluvial soil is very good from these points of 
view ; it caffT be easily dug and the wells made in it need 
net be deep. The black cotton soil also possesses the advant- 
age of being compact so that the -wells dug in it do not require 
repairs for long. 

Almost ideal conditions for the construction of wells 
the Indo-Gangetic basin which is the most 
region of the country. The western U. P., 
very well-known for it. The whole area from 


are found in 
important well 
in particular, is 
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Benares to Delhi is drilled like a sieve with wells. The black 
cotton soil area is also r n important well region. , Bihar and 
Assam have a fairly large number of wells. 


§ 2. TANK irrigation 


In^ mativ places in India rain water is stored up in^ 
reservoirs or tanks ; and is later on distributed over the 

Tank irrigation has been 
country from very ancient times. Tanks 
rhL. and Southern India. In 

Snn!^ ® constructed, because the rivers 

while not perennial and become drylmummers ; 

Sn irJ Y. the digging ' opera- 

there bernY<A mostly. Even' wells' carinot be dug 

Sble In undulating or hard and the water 

country and broken naUire of the 

and Dossible construction of tanks or reservoirs easy 

for some tirtie nnYYl the old tanks, have been out of use 
made ^rr^ove “P- / Efforts should be 

for irrigation in every possSe'way! 


§ 3. CANAL IRRIGATION 


countTy ar^Yhe irtigation works in the 

ous capital and i<i h» ' ‘^u^sttuction .requires-enorm- 

The canSs are P°Pf cultiy^rs. 

Govertiment The British^ owned by the 

to introduce cinal hrigation .Tn”lS' 

ancient canals built b® j w®’ , there are several 

Government certaT^lIid snlY- 1 but British 

^ith the S^that irrigation 

cent canal system in the world magnifi- 
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in the country. Almost the' 'entire agriculture ^ of this Pro- 
vince is the gift of the canal irrigation which, is practiwa 
here. In the map (Fig. 39) on page 257 have been shown 
the various canals of the province. ^ . 

As is clear from the map« the following are ’the import* 
ant canals of the Punjab ; , , 

1. The Western Jumna Canal. ' ' , • » 

2. The Sirhind Canal. ■ /. 


3. The Upper Bari Doab Canal. ■ . . - 

4. The Lower Chenab CanaL i , i . 

5. The Lower Jhelum Canal. ’ * - c ji • 

6A. The Upper Chenab Canal; ) .. . ... 

6B. The Lower Bari Doab Canal. V The ! Triple Project. 

7. The Upper Jhelum Canal. ' / ) 

6A, 6B and 7, t.e., the , Upper Chenab Canal, the Lower 
Bari Doab Canal and the Upper Jhelum' Canal, are knowti 
together as the' Triple Project'. It ' is a brilliant feat of canal 
engineering skill. The Upper Chenab Canal (6A) takes 
water from the Chenab just at the foot of the Himalayas. 

It crosses the Rabi through an aqueduct and continues to 
flow further under the name of Lower Bari Doab Canal (6B). 
After the construction of these two canals it was found 
that very little water was left for the Lower Chenab Canal " 
(4). To feed the latter, the Upper Jhelum Canal (7) tvas 
constructed which takes off water from the Jhelum and carries 
it to the Chenab. This water is poured into the Lower 
Chenab Canal (4). 

Sutlej yolley Works. Recently the Sutlej Valley works 
have been completed in the Punjab (1932-33). The Govern- 
ment of India and the States of Bikaner and Bhawalpur are 
the co-partners in this project. Its cost has come to about 
21 crores of rupees, out of which 9 crorcs have been provided 
by the Government of India. It irrigates five million acres 
of land, two million of which are situated in British territory. 

Emerson Barrage and Haveh Canals. This is the latest 
project in Punjab and was completed in September, 1939. 

A barrage has been built below the junction of the Chenab 
and Jhelum. It gives water to some of the existing canals ^ 
so as to ensure a more rcgularsupply to them and also irrig- 
ates some new area. The Canals taken out from the barrage 
provide a perennial irrigation of nearly 5 lakh acres. The 
■^tal expenditure on the works up to the end of -1942-43 was 
Rs. 4 crorcs approximately, 
the U. P. Canals 


next come in Import- 
anc-. Au tn, canals la this province arc pereanlaL ■ Their 
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distribution is shown in the map given 
canals are the Eastern Jumna Cfanals 


below. The important 
(E! J. C.), the Agra 



Canals (A. C.), the Upper Ganges Canal (U G. Ci"theXower 

Ganges Canal .(L. , G, C.),,the Betwa Canal {near the Chen^b)' 
and the bharda' Canal joining the Goratl and the Gogra. 


Canal. The Sharda Canal was opened - only in 
1928 and hs. as work of first magnitude. It has introduced 
irrigation in most of the districts of Oudh. About- one 
million racres^of- land is irrigated by it, where sugarcane is 
mostly produced. It was completed in 1930 and jits cost has 
come to lO ctores of rupees. 

Canal Works In Sind ; Snkkar , (Lloyd) Barrkge 

Abbut-)10 years back' Sind was ’very poor in canals It 
had only, a, few mundation canals in which ‘ water flowed 
when the Indus was. flooded. But in 1932 was opened the 
Sukkar (Lloyd) Barrage which is the largest work of its kind 
in the world. A long barrage of one mile has been constructed 
across the Indus near, Sukkar. , From the left bank of Indus 
have been taken out three large, canals" which distribute water 
over an .area of .8 miUion acres. This canal has inv'olvy-4 
cost of over 20 crpres of rupees. It promises to irrigate 
8 lakh .acres of rice, 17 »abh acres of cotton arid' joar and 33 
lakh acres of wheat and oil-seeds. Thus Sind bids fair to 
become an important <rice, cotton and wheat-growing area. 
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Prosperous colonies with prosperous peasants are growing 
on the hitherto arid waste. 


Canals in Madras 

The Southern India is, as a rule, poor in canals. The 
oldest and the largest canals of this part of the country are to 
be found in Madras Presidency. Some tidal canals have beeo 
coDsttucted in the northern part of the presidency for famine 
relief. An important system is the Periyar Canal System. 
"The Periyar is a small rivet which formerly flowed into the 
^abian Sea, but now a tunnel has been built up which 
diverts its water to the eastern coast where it irrigates the 
district of Madura. About 1,000,000 acres of land are 
cultivated by it. The recent work, which was completed 
only in 1934, is the Kaveri Mettur Project. It has been con- 
structed with a view to improve the existing fluctuating 
water supplies to the Kaveri Delta. 


Dams ol Bombay Presidency 

Bomba^*^* important dams in the Presidency of 

reputation of 

of largest in India. It takes the water of the tributary 

duS; •“'* •'■out 60,000 acre, to 

o on'the tributary of the river 

Krishna and irngates Poona and Shokpur districts. 

Canals in other Provinces , 

the Canal in Bengal which irrigates 

Sieation is unde/fk Province. The question of canal 

N.®W. R Provkce alsr 
Future Programme : D. V. A. 

suppor?^o?°thir*Governm?^^°f <=li® active 

project which is known o<i taken up a new 

Valley Developme,.t Proie^ Multipurpose Damodar 

on the Damodar Valiev - and construct dams 

flood control, {fi) water for irritiQr,* ° will provide {«) 

power. That is why it is called hydro-electric 

Project.’' This m^ve haf l^^en Development 

(TennesseeVaUey Authority) of the U *5 J- V- ^ 

what WB% once an arid waste ^ which has made 

and other economic pursuits A ne t. «gion of fields 

Valley Authority) wiU be%er ..n 7 <Damodar 

this project. It will bring considfrableTn'ifiS 
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§ 4. ADVANTAGES AND DISADVANTAGES OP mRlGATION. 

Advantages of Irrigation 

(1) Irrigation is a corrective to the . vagaries of monsoon 
and is a vital remedy for famines. 

(2) It has made much of the arid and desert region a 
smiling land of flourishing crops. For instance, it has colonised 
the Punjab and Sind. By creating new centres of human 
habitation, it has led to a proper distribution of population. 

(3) Irrigation works raise sub-soil water and thus fertilise 

soil. At the same time, the construction of wells become very 
sasy, cheap and economical. ' , 

(4) Irrigation works have made possible the -raising of 

two crops for the maintenance of a rapidly^ incireasing 
population. . - 11 ! 

(5) Irrigation works have increased the agricultural pro- 
duce ; and as this produce has to be transported from one 
place to another, it has also encouraged the construction of 
the means of transport and communications in the country, 
and has contributed to the profits of these ventures. Irrigation 
has added to the national wealth and the prosperity of the 
people. It also has a great educative value since it' shows 

-'^'to the people how they can subdue nature to their own 
. advantages. , , , 

(6) It has increased the Government revenue— hitherto 
' uncultivated tracts have been brought under plough and have 

begun to yield revenues in the shape of land revenue, water 
fates, and several other taxes on the allied- commercial and 
industrial activities. 

Disadvantages of Irrigation 

Irrigation is not free from disadvantages which are’Vfery 
prominent in the case of canals. Canal irrigation often leads 
to water-logging and soil effervescence, which damage the 
soil. Large tracts of land in India have been rendered useless 
for cultivation as a consequence. Water-logging also gives 
rise to malaria and other epidemics, which carry off thousands 
of people and render many more weak and inefficient. 
Government Works 

The important irrigacion works of the country belong to 
the Government. Government works are divided into pro- 
ductive works and non-productive works. Both put together 
irrigate about'30 million acres of land. Productive works are 
those works which within 10 years after their completion pro- 
duce adequate revenue to cover both their working expenses 
and interest on their capital cost. Unproductive works, on 
the other hand, ate not so profitable. They are constructed 
with a view tb protect the regions liable to a draught and 
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famines so as to cut short the expenses involved in famine 
relief. Productive works are built out of the borrowed fundsi 
but unproductive works are financed from the current revenue 
and the annual grant for famine relief and insurance. Most 
of the largest irrigation works in the country belonK to the 
productive group. 

TEST QUESTIONS 

( 

1. What is thei necessity of iitigatlon to the economy of India? \Vb»l 
are the important types of irrigation works found in this country ? 

2. Why is it that Indo-Gangetic Plain 05 most noted for wells and Sonlh 
India for tanks ? W nte all that you know about these two types of *Ittig«tioa 
works, 

3. What is the difference between inundation and perennial canals? 
Why is It that moat of the canals are found in the Punjab and U. P. 7 

4. Write an essay on the “Canal works in India”. 

5. Show the advantages and disadvantages of irrigation in general 
canal inlgation in particniar. 


, EXAMINATION QUESTIONS , 

U.E. Board 

f 

, I, What are the different methods of irrigation practised in India I 
Describe the merit* and demerits of canal irrigation. (I. A.', I9<2) 

, means 'of artiBcial irrigation in India 7 Explain 

fnliy the chief advantages of canal itrigation In the United Provinces. How 

IS it that ,Mme canals bring pioGt to the Government while others are run st a 

loss? (I.A,I93S) ,, . 

• ‘yP®’ of irrigaUnnTfaclUties that exist ‘in thc 5 e> 

provinces. How fat can they be extended? Wfiat are the benefits that the 
cultivator enjoys from irrigation ? (I. A , 1932) 

. you were given the choice of developing either the means of cow 

mnmcation or iingation In India within the next decade, what policy would you 
adopt ? State clearly the reasons for your preference. (I A , 19291 

5- Explain the economic advantages of irrigation in India 'using some 
of the large canals in the United Provinces of the Punjab as an illustration. Why 
do some canals bring a profit to Goveroment, while others are mn at a loss ? 


Rajpataire Board ' 

' to.it. art different types ■ of irrigation prevalent in different parts of 

® nnpiodaclive irrigation works. 

Fvnlain'tb piincipat ways in which irrigation is pracUsed In India ? 
Explain the many advantages of such irrigation. (I, A., t94>) 

Inlndill (1. A.’V93''7)“°‘’“’® effects, of the construction of irrigation works 

nal wa 4 ‘ in wWh°fr*iV'® °'.®'^ f«itrigatIon’ arise in India ? What are the rrincl- 
India. (I. A , 1934) ? OnlUne the principal effects of irrigation in' 

.OtborExamiiring Bodies ' 

.the hene'fiU^tbstTave b'ecn’5ecm“e,tT*I'i,‘ >".'8®*''’“ ^0“°^ aKl explain 

(I. A., 1937) accnied to the Punjab from the construction of canals. 

<catried^’oarby the schemes'of irrigation 

which yon know ? (Pu^b, 1. ^.1931) "f"®”=® 

iraportance!^*"^”'* irrigation systems of India and) give their 

' • (Nagpur, Com. & Arts, 1942) 



CHAPTER 32 


THE POWER RESOURCES OF INDIA 

Of tfie (ofct* pwrirfed \r} Nntare which mao hsi used to him In his 
prodnctlse efforts, eae of the most widespread and one of the most ascfal fs water- 
power. Bnt, itrnnfje to say, It fi only withfn the last few year* that there has 
5)ecn nnjihinjj like a real slt'mpl to conserve and to nfilitc lbs Immense force 
which lies hfddtn in eeery stream and waterfall,— /koren. 

Just as irrigotion Is impottant for the success of agticul- 
ture, similarly power is necessary for the success of industrial 
development. Power really means force or energy ; but it has 
now come to signify such mechanical energy as may be used 
in driving machinery. Of the two fundamental essentials 
for the growth of industries, power is one, the other being 
raw materials. The gigantic machines of today, which cannot 
be operated by man and animal; are worked by power- The 
importance of power for modern industries con be well realised 
from the fact that the industries tend to concentrate or localise 
where power is available cheaply and easily. The supply of 
power is Important not only for large scale industries but also 
"'’for cottage industries. In Germany, Japan, Switrcriand and 
elsewhere cheap electric power has enabled thousands of 
cottage workers to earn living in healthy and cheap surround- 
ings amidst their wives and children • In agriculture again, 
availability of power has led to the use of various machinery 
like elevators, tractors, etc. In the field of transport,' again, 
it is the power which provides the motive force. To whatever 
economic aspect of life we may look, we will find that the role 
of power is supreme. 

In our country power resources are numerous. There is 
hardly any source of power which does not exist in India. The 
chief sources are : (1) man ; (2) animal ; (3) wind ; (4) wood 
fuel ; (5) coal (6) oil (7) water. 

. I ' *s 

§ 1. MAN Animal ooal*eto. ' - > 

Han Power . -, 'i 

Man .himself Is the source of power, though the power 
he is capable of supplying is not enormous. The man power 
of a country depends upon the quantity and' quality of its 
population. The population of India is very large, but her 
people ate often weak j in other words, man power of this 
country is quantitatively enormous but qualitatively poew. 
Our counttymen ate so poor that they cannot get nourished > 


264 


mTRODTTCrnON TO E00N0HI08 


diet, healthy shelter and other urgent requirements of life, and 
are, therefore, physically emaciated. They also fall an easy 
victim to various major and minor diseases which weaken 
them still further. Physical weakness is associated with mental 
poverty. If the people of this country are not in a position to 
feed themselves, they are still less able to educate themselvei, 
Man power is, however, cheap because of large population and 
low standard of living, and will be displaced by machinery 
only with difficulty. 

Anlinal Power 


Anitnals are also the source of power, and can do soffit 
works which are beyond human capacity. Animal power ii 
used on a large scale in India. In the agricultural economy 
of the country, cattle play a very 'important part and arc th< 
main source of power utilised in drawing water, ,pIougMnj 
fields, transporting commodities, and in other spheres of Indian 
agriculture. We possess about 6 crores of draught cattle which 
cultivate 30 crote acres of land, irrigate it, thresh the produce 
and carry it to the market. Camels, donkeys and mules have 
their own sphere of usefulness. 

7”!^® of animals in this country is quite large, but 

their inefficiency is equally prominent. The Royal Commission 
on Agnculture reported that in whatever respect Indian cattle 
may be deficient they are not deficient in numbers- The'i 
causes of inefficiency of our animals ate various. The most*' 
important of them are the inadequacy of proper food supply* 
and the absence of proper care in breeding, housing and 
rnedical ettend^ce. If attempts ate made to remove these 
shortcomings, the efficiency of ,our animals may -improve 
significancy. 

Wind Power . - - . , - . 


Besides man and animal, wind can also be' used as motive 
of mountainous tracts often use it as such, 
ini ^ cultivators on the plains turn it to good account. 

wind-millsTor grinding corns and lifting water 
of wc have the crude method, 

in a grain whctcby a man drops grain from above 

the wind carries away the straw and 
otner foreign matter mixed, therewith. - 
Wood Foe! 

are generated .by wood fuel. Indian forests 

fullv cxo!oltcdVr'I°°'^’ these forests are not properly and 
transnort and ^tcause of the absence of means of 

?pte^ous^L-er .Other, difficulties noted in 

vided it Is doubrfi,! ^ toe means of transport are pro- 

that lV renuhed^^^^ fuel can supply .all the power 
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It was the Tccommetidation of the Industrial Commission 
that the method of wood distillation should be made popular 
because it yields charcoal as \Vell as certain valuable by-pro- 
ducts like alcohol and wood-tnr which can be sold at gooH 
prices thus bringing down the cost of production of charcoal, 
Copl Power 

Coal is a very valuable source of power. We have 
already described the coal resources of this country in a previ- 
ous chapter. The Indian coal is of poor quality and cannot be 
used in factories. Most of the Indian coal is, again, found in 
eastern Indio so thsJt It becomes very costly in other parts of 
the country due to high transport charges. We cannot, there- 
fore, depend upon our coal resources for the generation of 
any considerable amount of power at competitive price. 

Oil Power 

Power is also generated from oil. As already observed, 
the oil resources of this country are very poor. Oil is found 
only in N.-W. F. P. and in Assam, in very small quantities. It 
is of little importance from the point of ^lew of power 
supply. 


§ 2. HTDRO-ELECTItlO P'jWER 

* ’ * t 

It is rather a drawback of our economy that all the 
above-mentioned sources of power are inadequate for oiic 
purpose and cannot meet our’ demand completely. Biic 
this shortcoming is compensated by our resourcefulness in 
water power potentialities. Water can be made to generate 
electricity which is knov/n as hydro- electricity. Hydro-electric 
power can be transmitted over long distances and used according 
to necessity. ' It has made rapid strides in recent years so 
much that the hydro-electric power resources of a country 
may be taken as a good index of its Industrial development. 
The Hydrographic Survey of India, which was carried on 
according to the suggestion of the Industrial Commission, 
showed , the vast possibilities of the development of hydro- 
electric power in this country. It was shown, for example, 
that the flow lof the -seven, great rivers eastward from the 
Indus is capable of giving not less than 3 million horse powers 
^ for every 1,000 feet of fall from the Himalaya.s while similar 
considerations apply to rivers in other parts of the country. 
India certainly bids fair to' become one of the most important 
producers of hydro- electricity in the., world. 

Hydro-electric power or water power has several 
advantages. Firstly, it is' the cheapest form of power. Its 
cost of generation is 75 per cent less than that of ..coal,' fuel 
or oil. Secondly ' the “tail water” can be used' for irrigation 
purposes. Finally, electric power can be ' conveniently, easily 

34 
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Bnd cheaply carried from one place to another throogi! 
insulating wires. 

It appears at the first sight that power schemes, pure and 
simple, should be generally di£5cult in India, Because if tli! 
power supply is to be continuous, the supply of rain should 
also be continuous, which is not the case in our country, h 
India the rainfall is concentrated only during a small perioc 
of the year, while rivers with sufficient water throughout th< 
year are practically absent. This difficulty is, however, .tnev 
fey storing water for use during the dry season. Favourable 

for this exist in many parts of the mountainous anil 
hilly regions where very heavy rainfall occurs. The progress 
already m^e in utilising such opportunities and the great 
facilities afforded by the electric transmissioh of power hold 
great promise for the future. Hydro-elecctic schemes can be 
easily associated with important irrigation projects, the water 
being first used to drive the turbines at the generating stations 
ana then distributed oVer the fields for irrigation purposes. 

We shall now’ study the important hydro-electric works 
in this country. 

Mysore Hydro-Electric Works 


important hydro«eIecttic scheme undertaken 
m the east w’as that by the Mysore Durbar on the Kaveti 
river. ^ main object was to supply power to Kolar gold 
fielos. The generating station is Shivasundaram which is 12 
miles distant from Kolar. This tranrmiss'on line was fora 
pretty Jong time the longest line in Asia. The original plant 
Iws now been expanded to the capacity of maximum power 
that can be produced from the available water. But the 
consumption of dectric power in this area is inctcising 
rnpiuiy, Mysore Durbar has, therefore, recendy sutveyed 
the hydro-electric power resources of the State and prepared 
piens jor the construction of second generating station at the 
most economical skc. 




EasbroJf Hydro. Licctric Works 

h-< I^dro-clcctric work in India was constructed 

^ ‘ K generating station is neat 

^helum. Baramulio now has the 
where the t'lace power is taken to Srinagar 

Facto-v terminates in the Stare Silk 

hi-diring and bating machinery and for 

Bonsbsy Bydro-Oeclrlc Works 

Fre4tlcncv^e-e Iti the Bombay 

fL Western Obar* 

rit?. Metf-s. Tars 4 of hydr^^ectti- 

‘'hYdril" 4 -! started three 

ncrsi U4 thu area, -pht fi«: scheme h*» bttti 
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factories and railways at' the low rate -of two pice per unit 
which is likely to go down still with an increase in con 
sumption, 

Kadras Hydro-Electric Works 

The Madras Government started the Pykara Hydro- 
Electric Scheme in 1929 and brought it to completion in 1932v 
The Pykara river supplies the water utilised for the generation 
of the power. 

Mettur Hydro-Electric Scheme is another work whicli 
deserves mention. The Mettur Dam is one of the largest 
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of “aboiftN'm nrn world and can impound a total 
ot about 100, OCO million cubic feet of water. This storage is 
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3 meant primarily for irrigation purposes, butlis also used for 
, the generation of hydro-electric power. 

Hydral Works in the 0. P. 

The hydro-electric scheme recently completed in the 
U. P. is the hydro-electric grid scheme. Power is generated 
i on the falls in the Ganges Canal System. Electric power is 
carried to a large number of towns in the districts of Saha- 
ranpur, Muzaffatnagar, Meerut, Aligarh, Hathras, Agra, 
Etah and others. It is expected that the supply of this 
power will lead to the economic development of the rural 
areas in various ways and forms. A similar plan was also 
completed in Naini Tal in 1923. 

Hydral Works in the Paoiab 

In 1933 the Mandi Project in the Punjab came in opera- 
tion. The snowfcd water of Uhl river is used for the 
generation of power. The scheme} has been formulated in 
three stages. The first stage produces about 50,000 horse 
power from the ordinary discharge of water. The second 
stage involves the formulation of the storage and would 
double the power generated. In the third stage, the same 
water would provide an additional 54,000 horse power. 

The Sutlej Hydro-electric Project was once expected 
v-.to be very promising but has now been indefinitely shelved 
due to financial considerations. 

Economic Elfects of Hydro-Electric Development 

The above account reveals what a great advance has 
been made in recent years in the development of hydro- 
electricity in our country. This vital economic factors has in- 
fl.uenced the ' economic development of the country to a 
considerable extent, and has contributed to the prosperity of 
agriculture and industries. The future development of 
hydro-electric power may be depended upon to bring about 
- simUar salutary results. . 

Hydro-electric development is likely to be beneficial to 
out agriculture. Cheap and efficient electric power can 
renlacc weak and inefficient cattle. Electric power can be 
made to lift water out o*t wells, thus making irrigation easy 
' and cheap. Improvements of this type increase output on the 
one hand, and reduce the cost of production on the other. 
Agriculturists doubly benefit in this way. Some labour 
will however, be displaced as a result of the introduction 
of hvdro-electricity, but it is believed that in’ the long run 
cultivators will be more than compensated for this immediate 

Rural industries are also likely to benefit immensely 
from the introduction of hydro-electric power. There are 
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many industries which can be started in our villages but 
which have not yet been set up due to the absence of a 
satisfactory and cheap source of power. The supply of hydros 
electric power is likely to bring such industries into existence 
Cotton ginning, oil pressing, decortication of , ground-nut 
and other cottage industries may, for instance, come to life 
and provide subsidiary and alternative occupation to our 
cultivators and other village-dwellers. The pressure ot 
population on soil may thus decrease. The growth of rural 
industries will lead to a decentralisation of industries in 
general and will thus reduce the congestion of industrial towns. 

Not only rural and cottage industries but large scale 
industries have immensely benefited and will benefit in future 
from the development of hydro-electric power. Many of 
them could not have seen the light of the day without the 
assistance of the hydral power, and several others could not 
have achieved that excellence in the quality of their produce 
which they have now done. 

TEST QUESTIONS 

1. What is the importance of powetlin the economy of a countiy ? Give 
an idea of the power resonrces of India 7 

2. Write a note on the man, animal and wind as power suppliers in 
India, What are their defects 7 Can they render adequate help even if these 
shortcomings ate removed 7 

3. “Wood, coal and petcolenm are found in India and can be made to 
generate electricity.'’ Comment and expand the statement in its direct 
form, 

4. Why is hydro-electricity c>,nsideted so important in the industrial life 
of a countiy 7 Does India possess abundant resonrces of hydro-electricity 7 

5. What are the important hydro-electric works in India I Describe fully. 

6. What, In your opinion, have been, and will be, the economic conse- 
quence of the spread of hydro-electricity in India 7 

EXAMINATION QUESTIONS 


U.P. Board 


I, What i, the present position with regard to the supply of industrial fuels ' 
in India? What power resources promise good prospects of development In 
this country 7 (I. A., 194a) 

^ resources of India are very great. What is chiefly 

required Is theli proper conservation, development and use.’’ Explain this state- 
ment. pastjcuUtly with reference to water power, forests and minerals. (I- A., 
1940) 


power resotitcei of India, and state to what extent they 
are being otilljed at present. (I, A., 1939) j 

4, What Is the Importance of power roaoutces in the economy of 9 
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country ? How far will those objects be promoted by the development of wster 
power resources In U. P., and other parts of India ? ( 1 . A., 1936) 

S. Mention the power resources of the country and state to what extent 
these are being otiliied at present (I. A.. 1928) 

6 What are the chief sources of power available In India ? How can 
Indio’s power be increased and distributed" cheaply ? (I. A , 1927) 

Rojputana Board 

1. Discuss the principal power resources of India, and enlarge particularly 
upon the future possibilities of hydro-electricity. (I. A., 1942) 

2. How far is India equipped with power resources ? Are there any 
prospects of further development of cheap power in this country ? (R A„ 1938) 

Note. — The “Transport system of India’’ is sometimes included in Pro- 
duction. We have, however, discussed it in Chapter 56 under Exchange (BoOk 
IV) to which a reference may be made. 
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LABOUR 


Since the essence of production Is that it leads to the satisfaction of 
it follows that any labour of effort that yields utilities is productive. 
musician whose performance brings us pleasure does precisely the same sot 
thing as the flowers whose blossoms last for few bouts.— T’ourli^. 

§ 1. MBANINQ of LaBOUE 


The secoad factor of production is , known as Labour. 
It is, like land, indispensable for production. No production, 
from the simple form of plucking fruits to the extremely 
complicated form of manufacturing cars and aeroplanes, is 
possible without labour. You find labourers working in small 
workshop and in big factotiesi in fields and in business shops, 
on docks and at railway stations. Though iu the present agSi 
much of the human labour has been substituted by machinery, 
still some labour has to be used even in the most mechanized 
establishments. Machinery themselves have to be' operated 
upon by Human labour. 

Yhe word labour is of common occurrence. In everyday 
speech it refers to the exertion involved in the. performance 
of a work. The economic sense of the term labour is, how- 
ever, not so wide. Firstly, it includes the work done by 
human beings only, and excludes the work done by animals. 
The bullock which draws a bullock cart, the dog which keeps 
a watch all through the night, and the donkey which carries 
the washerman’s load everyday, all exert themselves but their 
exertion is not regarded as labour in Economics. 


^ Again, human effort of each and every kind' is not 
Since Economics studies. only those human activities' 
which have relation to wealth, labour refers to only that form . 
of human exertion which'is undertaken with a view to obtain wealth 
or to earn an economic reward. The exertion made without 
any economic motive but simply to derive pleasure or 
perform some duty towards one’s relations or country, is not 
labour. When you play tennis in the evening, you certainly 
exert yourself ; but since your object is not to earn money 
i^t simply to keep yourself bale and hearty, it is not labour. 

however, who teaches you how to improve your 
game, does so foi earning his livelihood and his exertion will 
certainly be called labour. When you go for a picnic along 
with the servants who catty the needed articles, you do not 
labour, but the servants do. 
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Jevons defines labour as any exertion of mind or body 
undergone' partly or tvholly with a view to some good other than 
the pleasure derived directly from the work. Marshall has quoted 
this definition with approval.^ 

It should be remembered that the word labour is used in 
■Economics in the abstract sense as well as in the concrete 
sense. In the former sense, labout-refers to human exertion 
' (as defined above) while ' in the latter sense, it refers to 
labourers. The word labour'^is thus made to apply sometimes 
to the exertion which a labourer has to undergo and at others 
to the labourer himself. Students should clearly distinguish 
between these two meanings of the'term. 


§ 2. OHARACfPEK OF LABOUR 


Labour, as a factor of' production, has certain distinct 
characteristics which may well Be remembered : 

(1) Labour is indispensable for production, no production 
being possible withou*^ its aid. Even the richest gifts of 
Nature and enormour'^tocks of. capital cannot produce ^wealth 
unless human being^ exert ' themselves and harness them for 
the purpose. • 

-V (2) Labour is .pcti^hable. It is lost for ever with the 
nocooc nf firryt. If « laboutcr does not exert himself on a 

Sr,toi.ra.“ th« 

cannot be regained' , . . , . , . , 

/a\ T u • pot only a means of production but is also 
(o) Labouras VjjQt heloin the production of wealth ; 
itsetid.' LabourersJje persons ‘for the- satisfaction of %vhose 
but they are also'- tl. carried on. w ! 

wants pro uction is invested in labour. * Money spent in 
(4) Money canScill, education and physical' power does 
the acquisition of‘ she money invested in the- purchase of 
not differ ' fro'm'nines. ^ Both yield an income. Henct, ‘labour 
factories and maed ‘human capital.’ * - ^ . 

is sometimes calh’ ' ‘ ‘ . 

Lantl atid Labauribour are both indispensable factors of pro- 
Land andilfe are some vital difference betw.een the two. 
-''inction, but thci a passive factor of production and is acted 
Firstly, land is 1 machinery ; while labour is an active factor 
upon by man anod makes use of other factors in^ the. productive 
of production adly, land is strictly limited in quantity — it 
process. , Seconded or decreased ; but the supply of labour 
cannot be iiicreal or decreased. It can be increased by in- 
can be Incr'ea'se^ or efficiency of labour or both ; it can be 
creasing bitth raticiog the birth rate or efficiency or both, 
decreased by tedi — , 

‘Mivrshatl./i-, 
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INTRODtJCTlON TO ECONOMICS 


Labour anfl Capital 

“'toSllLad* UbiL”' "ll" ir.’H'Vl 

14" j..rV Sr 

frequently than the latter. SccondW I.Kl 

than capital. Labour deterioraJef ril’d f 

A r^orker tends to grow weak S ™ when unas*^ 

is idle or busy. Caoitn] advancing age whetbe' h: 

rapidly. An idle machine deteriorate so 

be only slight ThhdW c«^-7l^ 

to placeandfromowupation ti'^^^ from pW 

labour. A man vho ha<; on* easily tks 

Bank of India «n .end 

York oT Berlin ; aS arownL'“f °° 

can sell it any time and rp tr., ^ ®roel compaat 

company or sugar ccrrnanv cotton texti!« 

UP. labourer mil thTntsLrrf?^^^^ But tit 

to Madras or to AhmedLad p-'^ tf 
machinery and factory can be eno.'F^^ ?’ money invested ifi 
but the money invested in edueof- ^ ’''’i^hdrawn by their «»!«• 
easily got back. ° education and ,kill cannot be « 

I 


§ 3. 
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complex Sms^o?°" production. .In 
of the inevitably involved P P^'l^duction, some kind 

thlaS J\«yUete on the face 
S Sts aij® '■brow. Even s^hen 

for the^or,,^'* • ®ro few, some- .'human wants are 

rhey desired article, ^^ertion is necessay 

Sd flesh is di‘- 'f frutte are wanted, 

resources from the animals mu<t be 

favourable to extensive and where natural 

climate unfavou'Jable 

tremendousir ^^P^tenerS l', ^ j 

Compulsion to labo n i %' 

isn^5i>v% i*. ^r P. *®bOXjr llfi< 

fthe 


eiviSriia ■& “rr, t=-. i 
si te,t4” -o te'fSS... 


possible. He hnc C ^oarioctivelv teiZ /the source oi 
from the v«v endenf ® H work as h«(e «* 

of machilei^ '^-eral mef^'Vro avoid hhou^ 

Yhis tendency is rnl7°* introduction nf^^j-jke tbeinvenoo^ 

Kt 

flat be has waged w.. work, exaJ^y it, been 


to avoid 


Jiie 
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he <^oes ftot seem to have succeeded much better in the one 
task than in the other. It looks Ukea fool’s game that' he 
.is pla'ying— ‘Undergoing all dwehting tolls to make his task 
i easier. But this fool’s part that Nature makes him to pla-y 
is really a blessing. It is fortunate that the object he aims 
at is always attait\ed, he stops only when - work becomes no 
: more than, the bux of the bee ot the chirping of the bird, that 
it will become rhe attractive labour that was the ideal of that 
admirable socialist, Fourier."” , , 5 • 

§ 4. KniD3 OF LABOUR ’ ' 

Labour may be classified into (t) productive and unpro- 
ductive labour, (tf) skilled and unskilled labour, and:( 4 i 0 mental 
and manual labour. ■ • • 

FrodncUvo ana Unprodnctlvo Labonr ' ^ 

. Labour may be productive or unproductive. Since pro- 
duction means creation of utilities, all the' labour which results 
in the creation of some utility is called productive while that 
which falls to do so Is known as unproductive. For instance, 
the labour devoted to the writing of a book' is productive if 
the book is published and brings profit to the author and 
publisher ; but if the book is not published, the labour in- 
orolved in its writing is wasted and is, therefore,’ unproductive.' 

Which labour is productive and which unproductive, has 
long been the subject of discussion among economists. Early 
French economist*!, , called Physiocrats, held that the labour 
of agriculturists alone was productive ; the labour of people 
other than' agriculturists was -unproductive. Later' onAAdam 
Smith, the. Father of Modern Economics, extended the- scope 
oi the term productive labour and included iirit all the labour 
which results in chc production of material objects.' Accordiog. 
to him, the labour -of a potter is productive 'but of a musician 
unproductive; the labour of a cook is productive, but that 
of a teacher unproductive. But if will be appreciated that the 
labour of all the above persons is after all an exertion of body 
or mind and ts of the same nature. It is, therefore, rather 
illogical and arbitrary to call the labour of some of them as 
' productive and that of others unproductive. Modern ccono- 
.>^^ists, therefore, definite the term productive labour as the 
labour which results in the ptoduction of some utility, whether 
■ that utility is embodied in some material object or not, 

SklUed and Unshllied Labour . . . » ' i > ! . 

‘ Labour may be skilled or unskilled. Skilled labour is 
that which requires some 'special skill and training dn its 

— I * t ^ 

JCbai'eS GnWc, AVri^ I'l'iiiciflts 0/ Fetitical Bconomj^ (Row’s Translation, 
from the I'rencb) pp. t9'20. 
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performance- The labour which can be performed without 
any sort of special training is called unskilled. The labour of 
a domestic servant and of a chaprasi is unskilled, but the labour 
of a motor-driver, and engine-driver, a musician and a dancer 
is skilled. 


Skilled labour is, as a general rule, highly paid because 
skilled labourers have to undergo special training, their supply 
is usually small and the demand "for them is comparatively 
great. Unskilled labour, on the other hand, is poorly remune- 
rated because of the absence of special training, its abundancei 
and a comparatively small demand for it. 

There is a certain degree of competition between skilled 
and unskilled labourers. If a skilled labourer is thrown out 
of employment, he can take up an unskilled job and thus 
compete with unskilled labourers. But unskilled labourers 
cannot compete with skilled labourers for specialized and 
skilled jobs. 


It is rather interesting to observe that as industrial, 
mechanical and general intelligence is increasing the gulf 
between the skilled and the unskilled labour is tending to b« 
bridged oyer. In fact the term skill is relative to the condi- 
tions or a couiitTy, For instance, ability to read and write is 
regarded as skill in India, but not in America where most or 


, uuL m nmcrica wnere "• 

the people are educated. In out country education is making 
Blow but sttedy progress; and as it tends to become the-^ 


. r ' o-—-' » KUV* 03 icaas CO DCCOIUC > 


to 


Mental and Manual Labour 

coinmon classification of labour distinguishes 

wlver w' i^bour. It must. 

“ rccog^ed that instances of purely mental, 

eiitremely rare. tL purest 
mstence^ of mental labour involves, some physical labour 

some mentaf labour physical labour involves 

and limbs if -mo \ pailowphcr must move his tongue 

roiSt ditch while the 

performance of hia®tik?“*'^ exercise some intelligence in the 


e. STrppi,T op lab( tjr 


that the sunnlv nf lnV,„ - measured. It appears at first sight 

But this i?St exH^l^ tout “Sr ° labourer 

upon two facto-R-ny ** lateur power depends 

SnTof st 'I-' 

uccrs. suppose a country possesses 10 crores 


CHAPTER 34 ' 


QUANTITY OF LABOUR 

lust as Oarwin shocked traditional theology regarding the otjC"i. Maithiis 
offended it in respect of the continuance of the hnman species.— 


§ 1. THE SIZE OF POPHLATION 

. 's 5» 

The number of men, women and childreri living m ^ 
country at any particular time constitute the size of population. 
The size of population is determined by. natural factors, «*i 
births and deaths, and by migration. . . ' 

1. Natural Factors, . '1' j t. 

Births increase the population of a country while deaths 
decrease it. These -are the • two natural factors which go to 
determine the size of population of a country. 

(a) Birth Bate 

Birth rate expresses the number of children born pet 
1,000 persons living in a country during a given time. Births^ 
increase the size of population, if other factors remain the 
same ; as such, the higher the birth rate, the greater the rate 
of increase of population. It is evident that if 30 children 
are born ini a year among a thousand people in one country, 
and only 15 in a thousand among another country, the 
population of the first is likely to increase more rapidly 
than that of the second. The factors determining birth 
rate are not fully known but the more important of them may 
be discussed here ; 

(t) Climate. In hot countries people become mature at . 
an early age and marriages take place fairly early ; while in 
cold countries people mature late and marriages take place at 
a faifly advanced age. Naturally the number of children 
born during the life time of a couple is more in a hot country 
than in a cold country, 

(it) Religious Customa. Where religion has a great hold 
on the masses, it plays an important part in determining the 
birth rate. In our country, for instance, religion enjoins that 
a girl should be married before she attains puberty, with the 
result timt she gives birth to a large number of children 
before she becomes sterile. Birth rate is thus greatly in- 
creased. 

(iii) Social Causes. Social customs also determine birth 
,, .-5^^ Formerly people iused to take pride in a large family 
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which was ; an important cause of enhancing social prestige ; 
birth rate was, therefore, very high. . But lace marriages have 
now hecome customary in this country, especially among the 
educated classes. A large family is now generally looked 
down upon and is considered to be a 9 ure sign of carelessness, 
if notjof poverty, , of the- couple. Such considerations have 
a diminishing effect on the birth rate. 

Xiv) Political Condition's. ’The Government, m some 
countries," encourage procreation as a ' definite state policy. In 
Germany and Italy; fof instaiice, the Government use various 
methods td inculcate" 'in the people a desire to produce more 
children. ’ Such' stkte* inducement is likely to lead to a high 
birth rate, other things remaining the same. 

‘ (v) Economic Conditions. , The desire to marry is also 
influenced by the standard, of living of the people. Intelligent 
and fotesighted youngmen and women have begun to post- 
pone marriages until they are able to support a big family. 
Even, when .they are married, the high standard of living 
checks i, a rapid rise -in the birth rate. This is not the case 
when jthe standard of liviiig is low. Poor children cannot be 
sent to the' school ; on" the other hand, they easily find 
employment, in factories or , shops and begin to earn their 
upkeep.' "Economic mdependence, induces them to marry early 
and settle down in, life. The low standard of living thereafter 
leads ‘to indiscriminate birth df’*'chiWren. The ‘general 
tendency among the educated classes in this country, however, 
is to '.'postpone marriage 'till th'e'feducatiori of the boy is com- 
plete. Such consideration Is,-^ 'however,' not given to the 
marriage of girls.^ ; ‘ ' ' ' '' ^ 

Condition iii' India, Birth 'rate in India is .very high. 
It’ is a hot couritry. ' Celibacy is not favoured hy either 
religion or social custom. In fact, every couple is auvised.to 
have d malel'child lest their souls might wander restless in 
the other worldi^ Economic conditions are'' also in favour 
of high birth rate. The. standard of 'living ■ of the people of 
the country" is low .and they 'procreate indiscriminately. 
People seem to think that it is not within theic power to limit 
the number of children ; they ate .‘written in their fate and 
must take Birth. Who are they to interfere in God’s wish ? 
There was a time in this country when according to Hinduism, 
young men used to lead a lire of Brahmacharya or complete 
abstinence uf) to the age of 25, a factor operating against 
high birth rate. But this practice of Brahmacharya has now 

Uf a Hindu cannot beget a son, bo mast go to hell. His "'nnej must starve. 
He must inaio' as "taoy as be likes but he must get a son. His sterile’ 

wives will not object to these matrioges. Not only he but bis anc-stors are 
deprived of the spiritU',1 1 blessing if no ions are bom. Tbfe son is called /iafr-a 
which lilerally moans saviour from the .hell named /»/, — Jansrden jfoshi, 
Oriental Mrjhgr Dirmii'tm attd Deeeneratittt, pp. 34*35. 
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become a thing of the past. AH tbr cbarc factors bn ve made 
India the tccond most thickly populated coanttf of the v orhl, 
tiic first being Chino, 

(b) Death Bale 

By death rate is mcont the number of dying per 

1,000 persons living in n particular coumrj during s given 
period of time. Other thingt remaining the same, the hicher 
the death rate, the lower the rare of inercarc of popuUtion* 

If in one countrs 30 persons die in a year out of s thousand, 
and in another o.»h t5 dir, obviously the latter will incrtjsst 
more rapidly in population than the former. The factor* 
determining the death rate arc the folloiving J 

(0 Tkc Slaie of General Prcf^rej*. General pfO.«:TC»r 
reduces death rate Educated and progre«3H‘c person? take 
proper care in keeping their children neat and clea», and 
thcmsclvc' lead a lienlrhy life. They etc partieulst^ about 
nutritious food, ncai clorhir.B, tidy shelter and other healthy 
requirements of proper living. As such they live long end _ 
do not fall an easy victim to s'arious Ttinjor and minor diteatSf. 

In India, however, most of the people ore uneducated and , 
backward and Tartly take such considerations into account. 
They fail to lead a life along healthy lines, die at an early age, 
and Buffer ftota disenees to long ns they live, ^ 

00 The Af:c of Marriage, If a couple is married at an 
early age and children begin to be born Imracdiatclv thereafter; 
the physique of the husband and the wife is badly damaged 
and their life is shortened. Their children arc abo weak and 
many of them arc carried off even before they arc one year 
of age. This is whot commonly happens in our country. 

(m) Natural Calamity. Natural calemlties like .harch- 
quakes, floods and others take people unawares , and tire 
difficult to be handled. They increase deaths quite suddenly 
and considerably. 

OV) Poverty of the Masses. It disables them from gettin* 
nutritive food, nroper clothing and fair shelter. The poor have . 
small power of resistance and whenever they catch eom* 
disease, they are seriously weakened. The death tntc uodar 
such circumstances Is usually high. , . -..j, . 

■In India death rate is very great. 'The major and minor 
diseases very often break out and take a heavy toll of human' 
beings. The female and infantile mortality is particuiarlf 
disastrous and has been given apecial treatment in a subsequent ■ 
chapter. ' 

to Surtltal Bate 

Increase in population due to natural factors i* deter- 
mined by excess of the“ birth rate over the death rate. This 
is called the survival rate. 
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Population is said to be static when the births and deaths 
taking place in a country per year are equal so that the popula; 
tion remain unchanged. The population of France , during 
the last decade remained more or less static. When births 


and deaths take place in such numbers that the population 
either increases or decreases, the population is said to be 
dynamic. When the population tends to increase, the dyna- 
mic is said to Be positive, and when it tends to decrease, the 
dynamic is said to be nagdtjve. - 

2. Mlgrationi f - 

The movement of people from one country to another, 
is known as migration. Migration frotn a country is known 
as emigration while’ migration into a country is known as 
immigration, ' Emigration and immigration are important 
factors in the determination of the size of population of a 


'country. The excess of immigration over emigration, which 
may be called tne rate of net migration, ’increases the size' of 
population. If,, on the other hand, emigration exceeds 
immigration, "population decreases. U. S. A., Canada and 
Australia have gained greatly in population j by the large 
number of imihigrahts, while Ireland had her population 
-reduced by emigration. In out country, migration is not 
(an important factor. in the determination of the size of 
I't^opulation. Immigration into India ^is practically non-existent, 
(While the colour prejudice and , the bad treatment accorded 
^to Indians abroad discourage emigration. 


■ .-/.§ i THE MALTHUSIAN. THEOBY OF POPULATION ^ 

V People of -all ages have given some thought to thb problem 
of the growth Of .population. The modern thought on - the 
subject began* from^ the year^ 1798 when ^Malthus, a'ciergyman 
and a Cambridge wrangler published his -celebrated bdok 
;hamed as An Eisay on the Principles of Population. • The law 
; of' -population- propounded <by 'Malthus in this- book -is 'knbwn 
as. ‘the Malthusian Theory ’of Population; -Malthus’ -reasoning 
can be conveniently divided jnto - thtBe'-'prtts, the supply oi 
labour, the demand for labour, and the conclusion. , 

(1) The Supply of Labour. Malthus" argued that human 
'-'faeltigs have j a natural instinct to t multiply their, numbers 
almost recklessly.’ - 'file studied the , history.- of the .various 
countries bf.'the world and found.^ that .it., was^so. The.-in- 
cfe'ase in populatiorT would have, indeed,- been enorrnpus 
were' it not. pfeyenced by diseases, wars and famines, etc., 
all',’ of which’ weTe called" by^ Malthus, Natural , or ' Positive 
Checks to Population. - ^ - - . , ‘ 

(Zy The Demand for Labour, According to Malthus the 
amount of food grown jm a country is the U’n^t set by - Nature 

S6 
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for the growth of population. It is, in other words, the 
maximum demand for labour. Population cannot ‘ manage 
io cross this limit for any length of time, 

Malthus showed that up to the time of his writing, no 
country had been in a position to grow all the food for its 
iindeasing population. In other words, population tends to. 
^increase faster than the food supply. He illustrated this^, 
^tendency by the use of geometrical and arithmetical progression. 

; He said that if population be assumed to increase in geo- 
i metrical progression like 1 :2 : 4-; 8:16 and so on, food 
I supply will have to be assumed to increase only in arithmetical 
i progression like 1 ; 2 : 3 : 4, etc.^ Thus population tends to 
outstrip the means of subsistence. 

(31 Conclusion. This study , led Malthus to conclude 
that history is likely to repeat Itself. Population will 
always tend to outstrip the food resources and Nature will 
do her own pruning. Diseases, wars, famines and such 
other calamities (Positive Checks) .will continue to carry 
off surpluspopulation m f uture as they have done in the past. 

The future of the society thus painted by Malthus was 
monstrously gloomy and dark ; he was 'seriously -criticized 
for -it and began to be called- a ‘pessimistic economist.’ He, 
thereupon* made further study of the problem and added 
preventive checks to the positive checks -already mentione^ 
by him. He opined that all the miseries to which Nature" 
subjects humanity for carrying off ‘the surplus population 
I.C., the Positive Checks, can be- escaped if human beings 
practise moral self-restraint^ i.e.^ preventive checks, and thus, 
keep population well within the -limit . set by fbod resources 
of the country. He thus formulated two kinds of checks 
to prevent population ; (1) preventive Checks, Uket moral 
self-restraint, which human beings can. apply to escape the 
lude methods of decreasing pop^atioa which Nature adopts, 
end. [1} Positive Checks, i.e., the methods adopted by Nature 
for doing away with surplus population. Malthus appealed 
to Christians and non-Christians _to' exercise self-restraint' 
and keep population in Check to escape the misery and vice 
that may be the lot of ..future generations. .. 

Checks to Population - . - . - > - 

' The checks to population propounded by Malthus 'ma^t 
be studied in greater- detail. According to him the available 
food supply Is the natural limit - against which population 
is constantly pressing. - The methods'* of • preventing popula- 

-Soniciime it is sUtetl that accortfing lo Malthus food supply increMe* In 
ar.Uinelidai piogression v.liih p-JpuIaUao^ increases id geocnstxicaj pxo'gretsion. 
^hisjs a v.roDg slalemcnl. Malthas never said tUif. He simply illustrated the 
increase in population and lood supply by geometrical and arithmetical pff*gie3- 
sions icspcctiveTy, Hits nusstaieraeot is a^vety o>mmon error and should be 
avoided by the students. " — - ' ' - - -v 
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tion from crossing this limit, were 'Jailed by him ‘checks to 
population.” From the objective point of view he divided 
these checks into posltivj: and preventive. Positive checks 
include those causes which increase the death rate and preven- 
tive checks refer to those causes which decrease the birth 
rate. From ' subjective point of view these checks were classi- 
Sed into misery, vice and moral restraints." Vice is different 
froth misery iftasmuch as' its immediate effect may be happi- 
ness while the effects of misery are always had. Moral 
restraint does not lead to misery or vice but causes a certain 
kind of temporary unhappiness. These checks have been 
tabulated below : ' 


CHECKS TO POPULATION 


'r — 

Misery j , 
(War diseasei, 
famines, etc.)a 


Positive 

(Increasing deaths) 


Preventive 
idecreastng deaths) 
I 


Vico Moral Restraint 
tPiomiscvious (Postponement of 

Intercourse, marriage oref sex 

improper acts, gratiScation) 
etc.) 


"d ^ It is interesting to note that Malthus did not really believe 
in his heart of hearts, that preventive check, namely, moral 
restraint, would ever be practised by a large majority of 
people and could be seriously depended upon to limit popula- 
tion. His wavering attitude paved the way for the so-called 
Neo-Makhusianism ' which' sanctions the use of artificial 
methods of birth control as an effective preventive check 
to population. It differs from moral self-restraint inasmuch 
as it makes room for sox gratification unaccomplished with 
children, which make’ possible what Malthus described 
“gratify ing''out passion only in that way which is unattended 
with Mahatma Gandhi advocates the practice of moral 

self-restraint and does not favour" the use of artificial 


means. ' ' 


Criticism ot the MaltbQSlan Tbeory 


’ yt Malthusian theory is not entirely correct. It was certainly 
correct at the time when Malthus propounded it ; but since 
then the world has- considerably changed, and many factors 
unforeseen by Malthus have come into play and have rendered 
his theory inapplicable to modern times. During the time 
when Malthus lived, population of Great Britain was on 

SU Is impossible thdt a positive ebeefe so goading and remorseless as faminine 
shonid prevail without bringing in her train ail the others. Pesliieoce is her 
nnifoiro companion, and mnider and -war ate her followers. -^rKiar. 

<See Gtde and Rist, Shtorjf of Economic Hoctrincs. 
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an increase ; food supply was getting scanty! Great Britain 
could not draw food supplied from India or. America r due 
to the absence of transoceanic trade. Time was ripe for a 
theory as gloomy as 'Malthus’. All these conditions have 
now become things of the past. Population of Great Britain 
has increased only insignificantly. Food supply is not deficient 
now .mainly due/ to the development of oceanic .trade and^; 
transport. England has today become a great manufacturing 
nation and though she does not produce enough food for 
her dense population, she can exchange her manufactured 
products with the agricultural products of other countries 
and sustains a much larger population than what 
Malthus could imagine, 

Miiithusti in fact, exapnerated the rate of increase of 
popultiUon. He did not realise the biological fact that the 
fecundity of human race diminishes with advance of civilisa- 
tion. A general rise in the standard of living of the world 
population has decreased births. Even in the lower classes, 
the enactment of the various Educational and Factory Acts, 
prohibiting employment of children, has made the begetting 
of children unprofitable. Malthus did not foresee all these 
developments. He also failed to give weight to' the various 
social tendencies which today operate against an increase 
in population. For instance, there is a strong feeling in^, 
modern society against indiscriminate procreation which Is 
regarded as a great folly and the old' pride in large family 
has now vanished, • 

‘ Malthus not only exaggerated the. rate of increase of 
population, but lie also failed to foresee the rapid increase m 
the food stuffs which modern nations can command. He' did 
not realise that the Law of. Diminishing Returns could be 
checjked by improvementslin methods.of agriculture. He also 
did not understand that food -supply produced by a nation 
is not an effective limit to her population ; the limit is,' in 
fact, get by the quantity of food .stuffs that a country can 
command, either by herself producing It, or by importing 
it from other countries. A manufacturing country may grow 
very little food stuffs but may export its manufactured goods 
and import food supplies instead, and may thus support a 
very heavy population. This is, for instance, what England^ 
is doing at presect. In fact, the problem of modern society 
is not under-production but over-production ; our problem is 
not how to produce more goods, but how to dispose of the 
goods that have already been produced. 

Recent statistics definitely prove that in advanced 
countries like U. S! A., United Kjngdora, France, etc., jpopula- 
tlon has not Increased so rapidly as the meant 'of sub- 
sistence. 
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Malthusian Theory and India. Though the Malthusian 
theory is not applicable to the western countries, it is applic- 
able to a backward country like India. In India population 
has been increasing more rapidly than the agricultural output. 
Our manufacturing industries ate also undeveloped or ill- 
developed and disable us from getting food supplies from other 
i countries in exchange for manufactured goods. The conse- 
quence is that population often presses against the limit set 
by the food supplies. People of this country are so illiterate 
and so blindly wedded to loose religious and social customs 
that they do not practise moral self-restraint. The absence 
of preventive checks is associated with the absence of the 
practice of artificial methods of birth control because of the 
poverty, illiteracy and conservatism of the masses. Naturally, 
therefore, Nature is bringing into action her own rough and 
crude methods. Diseases, floods, earthquakes, Hindu-Muslim 
riots, etc., take place very often and carry off the surplus 
population every now and then. 

TEST^ QUESTIONS 


1, \Vh«t me th« natural factors wbich determine the size of population 7 
Discuss fully. 

1 2. Give an account of the various , factors which detemune the birthrate 

^ nf a country. 

3. Write short notes on ; survival rate and rate of net migration. 

4. Does miqration affect the-size of p'>puInxi''D 7 Does it do in India 7 

5. State the Malthusian Law of Population. How far do you agree 
with it 7 

6. “Malthusian theory Isa great piinciple of universal validity.” Com- 
ment. 

7. Criticize the Malthusian theory of population and show how far does 
it apply to India. 


EXAMINATION QUESTIONS 


U. P. Board 

t. “When goods increase, they are increased that eat them.” Ecclcsiasts 
' “When a young roan in this country secures a gooi post, he finds that he Is 
expected to clothe a large number of poor relatives.” Discuss the bearing of 
these statements on the population question .un India. (U. P., 1921!) 

2. Describe and examine critically Malthusian Theory of population. 
(U. r.. Com., I 94 t) 

3. Criticlre the Law rf Population by Malthns, and briefly state Ibe points 
yon would take into consideration in rtodying the population probtem in India. 
(U. P., Com,, 1033) 
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Ralpalsoa Board 

1. fexpUia the following ; — («) Natural ir.creaie of population (J) 
Positive and preventive checks to population, (r) Optinium population (R»j- 
putana, <943) 

Other Evamicing Bodies 

t. Ha« the population of Delhi increased or decreased in recent years ? 
What ate the causes of increase or decrease ? (Delhi, 1933) 

J ^ 

2. Describe some notevsoithy facta about the population of Delhi during 
the last decade. Is porulatlon governed bj any laws ? (Delhi, 1937) 

3 Enunciate the law of population laid down by Malthus. How far have 
later deve'opments invalidated his position ? Does the law throw any light on 
the population of Delhi ’ (Delhi, 1935) 

4. What do you understand by ovet-popalatirm ? Do yon think Delhi ^ 

Is becominE over-populated ? (Delhi, 1932) „ ‘ ' 

5. Explain -what is meant by positive and preventive checks to the growth 

of population ? In a country with overgrown p-ipulatinn which of the two checks 
would you prefer to bring down the nnmher ? Give reasons. (Delhi, 1030) ' 



CHAPTER 35 


EFFICIENCY OF LABOUR 

The men whose heads and hands pciform the labour in our industrial system 
are the chief factors of efficiency and success. The study of the workman in 
order to understand the various elements that affect his working power is an 
important and serious proM"m for every manageroent.'-A^sm'r /J. Brisco 

Efficiency of iafaourets is one of the two factors on 
which the supply of labour of a country depends, the other 
being the size of population. The term efficiency of labour 
signifies the capacity of the labourer to do more work or 
better work or both during a given, period of time. Efficiency 
of labour is a comparative concept. If a worker can work 
twice as much as the other, or if his work is twice as good .as 
that of the other, he is two times as efficient as the other 
worker. It is a fact of common observation that labourers 
working in the' same occupation under similar conditions with 
similar kinds of tools and taw materials and' for the similar 
period of time turn out different quantities of work or work 
of different qualities. Why is it so 7 Why should there 
be such diversities in the productivity or the efficiency of the 
workers? What are the factors upon which the efficiency ,of 
labour depends ,7' These are the questions to which we shall 
address ourselves below.^ ’ 

Factors DeterminlQg Eltlclency oi Labour 

Efficiency of labour depends upon a large number o f 
f ^ptor s, . -It depe nd s partly upon »re ethploy e'T and parttv on 
employ ed. .partly~bn_tHe-organi3ation_andIIpattly-.on in- 
dividual effort, jjartly on the tolas and machinery, etc., ' with 
wiiiclxJLhe jworker_l8.suppUed.and-pattly -on-his ~own— skill and 

ind ustry in making usc_j)L_thero,? Br oadly speaking, these 

fHtjforS-areTlivisibleJato^twn.classes': - "" 

fj) Factors . affecting the r ability and willingness of 
labourers to work ; and 

(it) Factors affecting the capacity of the organiser to 
organise labour. - < ' 

The first set of factors is of greater importance than the 
second . 

t-«,cial refofmtts ail-vch modi importance to efficiency of individual', JJr. 
SamneV Smiles sayi, 'Tlie highest {intriotijm and phiknlliro.iy consist, noi *> 
mucU'in altering laws and rajdifying iastitutloas, as m helping to * stinnlatmg 
men to elevate and loiptove th-mselves hy their own force uid ihdepinlcnt 
individoal aciion,*’ —Mies, Sel/~T{cl/>t p. v 

spenson, The Econo’^ici of Evvrfday Life, Vot. t, p. 5t. 
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{i) AbiiitjF and Willingness o! the Workers 

Eficiency of labour mainly depends upon the capacity 
of the labourers to exert themselves ; and upon their willing- 
ness to work. Capacity to work unaccompanied with the 
willingness to labour, or mere willingness to work unattended 
with capacity, cannot make a man efficient. Below are di^ 
cussed the various factors which determine the ability and 
willingness of labours to work .* 

>--(1) Racial and Hereditary Characteristics. The qualities 
of one’s race and parents determine one’s efficiency to a great 
extent. Intelligence, physical strength ; capacity to 'sustain 
prolonged exertion and such other qualities pass on frotm 
one generation to the other imperceptibly. The sailors or 
Great Britain and Norway, the watch-makers of Switzerland, 
the artists of Italy, the cutlers of Sheffield and sword-makers 
of Toledo ate noted for skill in their respective spheres even 
today. The caste system which is prevalent among the Hindus 
in out country was originally introduced with a view to 
preserve racial and hereditary characteristics. Though 
this system has now lost much of its hold, particularly' in the 
economic field, still some of its influence continues to exist 
even today. A Brahman has an instinctive aptitude to the 
acquisition of knowledge, a fesJiattn'ya is by his very nature 
drawn towards the military life, while a vaish is naturally ^ 
attracted to trade and commerce. Similarly the labourers of 
Oudh ate better than the labourers of Bengal, while the 
former are superseded by the labourers of the Punjab. 

HZ) Climate and Physical Conditions. Climate has a 
determining influence on the efficiency of labour. Ex,tremes 
of climate do not favour sustained hard work. Labourers 
tend to become most efficient in a temperate climate. In 
very cold climates, people may find it difficult eyen to. come 
out "of their houses, while in very hot climate, the. high 
temperature weakens the - human frame. In our codntry, 
for instance, the climate of the Punjab and Western U. ^., 
is good and the labourers of these provinces are,*^therefore, 
sturdy and strong. But the climate of Bengal is bad ; and is 
the Tarai regions where it - becomes malarious. 
The labourers of these iregions are often weak and inefficient. 

Climate affects e&ciency not only through its influence 
on the capacity and willingness of labourers to work hut also 
tmough^ its reaction on the necessity to work. Tin tropical 
cumates nature is generous in her gifts and httlbrexcVsion is 
requiren tor the satisfaction of human wants. Conditions 
tend to becorne harder in tefaaperate climate under which 

undergone before one’s wants can be 
Mtisfied. In cold climate, extremely, hard work is necessary. 
The consequence is that labourers of hot countries are often 
dull, of temperate regions, active, and of colder climates, very 
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hardworking. Climate also determines the necessaries and 
other requirements of life and in this way also determines 
efficiency. 

So far as our country is concerned, its climate is subtre*. 
pical, hence our labourers are not very efficient. Hard work 
I for a long period is difficult in the scorching heat of the 
•summer. Moreover, natural resources are abundant and the 
need ■' for hard work is not pressing.' Finally, necessaries of 
life are few, and can be satisfied by little labour with the result 
that people are used to little exertion. 

(3) 'General Intelligence. Efficiency of labour also dep&lxds 
on the general intelligence of the labourer. Intelligence is 
inherited ns ^ well as acquired. Inherited intelligence depends 
upon the race and parents.- Thus we see that an average 
American is clearer in his thought, quicker ih his action and 
more exact in his judgment than an average Indian, while the 
latter is superior in these, respects to an average Negro of 
Africa’. The w'orldr.as a whole, is, however, rising in the 
scale of civilization, and mental attairinients, and general 
intelligence is tending to become the possession of ‘all. IhtelU^ 
gence is also acquired and ' depends upon the education fn 
schools and the influence of the mother and home. .. 

(4) Educatioit: ^ducation-'ls a very important factor .in - 

■the determination of efficiency, since it develops and: awakens 
the latent capacities in man, and makes him otherwise fit 
as an activeiagont of production. Education may be aeneral 
or practical. General education aims at widening the horizon 
of man’s ^ knowledge about .general things. Such education 
gives 'thc‘‘ labourer a 'wider point of "view and enlarges his 
conception \of/man and matter. It imparts to him 'social, 
econornic and ‘political ' cnllghteriment and strengthens his 
regard for 'ihotallty. Such are ,the benefits of general educa- 
tion that in' ‘almost all* the civilized dountries of the world 
primary educatioh has been made free and compulsory ; while 
in France 'e’dutation is entirely free from top to hotrom. 
Unfortuttajlely Tndia has not yet introduced free and com- 
pulsdf y primary educatibn. ' General education' is' acquired, hoc 
only, m schodlsr -but' also 'by the reading of books, magazines 
and 'newspapers and keen observation. Such facilities are hot 
^cessible to' Indian labourers. , . 

-Techhical ^education . aims . at befitting a labourer for a 
particular trade or occupation. It' may be?tbeoreticaI,'.or 
practical, or both, its exact ■ character being determined by the 
nature of the trade, the caste of the labourer, and the posiciem 
for which he is' preparing. Since it aims at developing certain 
qualities required iiv a . particiilar industry, technical education 
makes a man .Specialist. Ah important cause of the poverty 
and distress is that so many have not learned a trade. In our 
own country - technical training is conspicuous by its absence. 

37 
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Technical institutes and' vocational schools - .are very few, 
while factory and mill-owners do not take apprentices as a 
general rule. 

%5f^tandarS^of Living. The efficiency of a labourer is 
also ditetfnined by the standard of living of his parents vrho 
bring him up from his birth? For .a man’s physical fitness w; 
is largely the result of this standard. A labourer who is 
brought up in an atmosphere of all round poverty, insufficient 
diet and insufficient clothing cannot be capable of 
physical strain. The standard of living of .the labourer himself 
has a similar infiuence on his efficiency. vHealthy and; nutritive 
food, adequate clothing ana tidy an’d airy shelter associated 
with healthy recreation pave the way for efficiency. The 
adequate supply of all these factors to the masses of out 
countiy is the greatest national problem, upon the solution of 
whith depends the welfare of the country. j- 

\^6T^orfll Qualities. Honesty, sincerity, ‘-'indiistry, and' 
such other thoial qualities determine the efficiency h'f a labouter/ 
'All these qualities- are summed up in the word “character . , 
Character-building is a great national duty and is the outcome 
of early educational, religious and social atmosphere in which 
a man is brought up. If the influence and the atmosphere are 
wholesome, .the sense of self-reliance, stlf-comrol,.. self-dis- 
cipline, diligence, purposefulness and such other.,clualities get-*' 
a strong root and make a man thoroughly efficient ; but if the ' 
influences are unwholesome, a man loses all, these .qualities and . 
practically ruins himself. . . ' ' 

'~'(J)^^eeddtn,' Hd^'e and Change.' Freedom, "^hope and'' 
change increase the e fficien'cy'of labourers. A slave, who lacks 
freedom, also lacks in efficiency. Again, '.j^drkers who have 
no hopefuT prospects', e'vcn if' they ' show'gob'd results, hardly 
have any incentive to be efficient'. Fina’lly;' where' the work 
is very monotonous “at ~d the worker is tied ' down to 'the same 
task days in and days'out, he ceases lo'take'any 'interest in the 
work ; but if'a system of pleasant change in the type p'f'work 
that he does is intioduced, he gains inefficiency ' throvSgh the 
process of automatic 'tccieation and recuperation of lost 
energy. ' ^ ^ ‘ 

(8) Adequacy, Nearness and Directness of 'Reisard. If 
labourer gets sufficient reward, he is likely to work sincerely 
atm .become efficient. If the reward is insufficient and the 
labourer is dasatisfied with it, it will make him psychologically 
intmcient. ■ 'Bes'^es. it.will keep Iris standard of living low and 
' lumUh him with -the conditions which contribute 

^ I reward should not only be sufficient, but 

should also be nestcr and direct.- Labourers are, as a general 
rule, }<hort-sighted, und do not take more than one .year in 
their olculatio.is so that if a reward is promised to then, 
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it must-be "madfe Available within one year. Otherwise it will^ 
hardly have any -effect on thetn.'’''-'Fihally,'the reward must bej 
given to them in some direct form, clf it is given in an indirect, 
or hidden form, like the improvement of .^working conditions,’! 
or the sale of better quality of good^ at cheap prices, they may' 
not realize, the .advantages of, the measure and its object may 
be defeated. 

{9'HPoriing Conditions. Efficiency is also affected by 
general working conditions.- 'vlt.has been found by experiments 
that improved lighting,^ ventilation, and sanitation of factories 
contribute to' the muscular and mehtal strength of the 
labourers and as a consequence increase their output. In our 
country; much attention is not paid to ' the conditions or 
work.' In kdrkhands and small factories labourers have to work 
in unhygienic, congested and badly ventilated rooms and 
hothris, where their physical and mental vitality deteriorates 
through a process of slow emaciation. 

(lOL^^ie Number and Distribution of Working Hours. 
It is- sometimes -supposed that if the number of hours for 
which labourers, work is increased, -their output will corres- 
pondingly, -increase, -But experiments in various countries of 
the . world have shown the short-sightedness and mistake of 
such belief. In fact, reduction of hours up to a certain point 
-.^actually increases, rather than decreases, the efficiency of 
labourers. If labourers work for a smaller number of hours, 
they get ample time for the recovery of their lost energy ; so 
that when.tthey-, go - to ..work the,.riext day, .they are full of 
vigour and strength mentally as well ns physically. ’ They 
are, . thus, .able ,to produce more and . in fewer- hours than 

before, .t- . ; ; - - - 

’ Not'- only - the' number; but the distribution of working 
hours is also important for the efficiency "of the 'labourers. 
If the test periods arc wisely introduced and good- use is , made 
of thatiperiod, labourersiWillifcelgay, happy and -refreshed. 

Cii^pciflZ and Political Conditions. Efficiency of labour j 
is itiefeas'ed if social and political instltutionsl' customs, and ' 
laws are good, reasonable and prudeiat. lll-coricelved ' and , 
bad social poIltical conHitio'ris always lead to the ' deterioration ' 
of the efficiency of labour. In our country, for instance, it 
is the caste which determines the occupation of a person ’ 
at the .time of his birth. Such a determination pays no 
attention to the aptitude of the person concerned which is 
indeed the most important factor to be taken into account. 
Similarly a long subjection to foreign rule has developed an 
inferiority complex in the masses of the countryj'-which makes 
them feel that Englishmen are always more efficient than . 
themselves. However, as a result of the recent political 
awakening in the country, this tendency is fast. vanishing. 
Labour Legislation and factory Laws have begun to insist on 
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the provision' -of good ventilation and cleanliness in factories, 
sufficient -wages, and shott hours of work. Such steps tend 
to increase efficiency of labourers. 

00 Capacity ol the Organiser 

Efficiency of labourers depends not only upon' the ability 
and willingness of labourers but also upon the way in which 
the labour force is organised. If each labourer is giv'^n the 
task for which he 's best fitted, if Tie is supplied with good 
appliances, and if he is properly trained for his job, his effici- 
ency is bound to be great. These are the matters whicli ate 
taken care of by the organiser. He is also to -co-ordinate, in 
a proper fashion, the work of a particular group of labourers 
with that of all the other groups. ‘ The work done by the 
group IS not merely the sum total of what the men could do 
as indmduals. it is infinitely greater, and how much greater 
IB a matter of organisation.’ 


) 


TEST QUESTIONS 


t. What do you tntan by the efficiency of labour ? Does it depend upon 
the organiser ? If so, ekplatn how, 

2. What ate the {actors which determine the efficiency of labour ? Dbcuss 
QioroughTr.' ' ' > 

- ~ EXAMtNA.TiON QUESTIONS 


Rajpnlraa Board 

I, Explain the factors upon which efficienej of a labour depend* (Raj- 
putana,..i933) 

^ ^ 2 ’ What is meant by the cfficleftcy of a factor of production ? Why in - 

India labour is not »o efficient as Japanese or English labonr ? ( 1 . Com.. I 9 ' 14 ) 

, C 3 - Explain the lactors that aSect the -efficiency of btbonr. Illustrate from 
Indian examples. (1, Com,, 1942) ' „ 

Dtbar ExaJBinlns Bodio* 

_ « .*•. Etic^iy explain the Conditions on which the efficiency of labonr depends. 
(Porgah, I.,A, 1934, ~ , 

J^^ribe the factors , that -increase the efficiency of factory labour, 
(Delhi, I. A., 1930) - > r J 

(For other questions, see quertfons after chapter 36.J 
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THE POPULATION, pp. INDIA 

ST " - • ■ ■ , 

Kattlrc clement^ such as drainage, altitade,' configuration, rainfall, tempera- 
ture, fertility of soil, etc., arc no doubt of basic importance in delermining the 
density and distribution of population'. But as civilization advances, the human 
element plays an increasingly important part by transforming the environment — 

. Stli^man , , . ■ > . 

We shall now study the numerical, physical and.'mental 
characteristics of the population of our country. These- 
aspects of our labour problem are of fundamental importance 
to U8, , _ 

- ’ § 1.' 'size apd density of population 

Size of PopalatioD . . 

India is one of the most thickly populated countries of 
''-^ibe world. About one-fifth of the entire world population 
lives in' India ; every fifth man In the world is an Indian. 
According to the latest' Census of India counting of 

population) which was taken on March I, 1941, the population 
of India is 39 croresi In 1931, it was only 35 crores, i. el, it 
■ increased during 1931-1941 by mote than 11%. The following 
table Shows the growth of population in India -from 1872 
onwards , 



Fig. Showing that every fifth in the world Is an Indian 
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Year 

Population 

Percentage Increase 

1872 

ZIO.OOO.OCO 


1881 

' ZSO.OOO.OfO 

23 

1891 

1 290,000 000 

13 

190: 

i 295,000000 

2-5 

1911 

' 315,000.000 ' 

7 

1921 

' 320,000,000 

1 

1931 

1 350,000.000 

10 

1941 

1 390,000.000 i 

1 i 

11 


POPULATION 


India is more thickly popular^ 
than other countries of the ■world. 
As compared to U. SrA, India is 
only one-half of the area of that 
country but its population is three 
times as large. Of this population, 
about two-thirds of the people live 
In British India and one-third in-k 
the Indian Stares 

DeBslty ol Popnlalion ' 

Density of population denotes 
the number ,of ^persons living per 
square mile in a country. Ob- 
viously, the density of population 
in a country depends"'up'on two 
factors ; (1) the number of its 
people ; and (Z) its area. The , 
population of our country is in- 
deed very large, but' its area 
is equally great, consequently the* density of population is 
not coiwiderable. It comes to about ZOO persons per square 
^bop“l*>tion of other important countries of the—world 
IS mucb denser, as is shown in'^the table below : ^ 



Tic* 44- Shovring the ilistri- 
betion of popnTation in British 
Icrita and Indian States. 


Country 

India 
Japan 
Belgium 
Great Britain 


Density of Population 
per sg. mile. - 

200 

500 

700 

700 
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ProFlncIal VarlatlODS ia Density 

Two hundred persons per square mile is the average 
density of population of this country. As a matter of fact, 
the density is higher than this figure in some provinces 
while it is less in others. Delhi is the most thickly populated 
j tract, its^ density exceeding 1,000 persons per square mile. 
The density is the least in Baluchistan, being only 9 persons 
per square mile. The following table shows the density of 
various provinces : 


Provinces , 


Density 

Delhi 


1,110 

Bengal .. 


646 

U.P.' ... 


456 

Madras 

.•« -4 

329 

Punjab ... 


239 

Bombay ... ■ 


177 

,C. P. &. Berar ■■ ... 


’ 155 

•Baluchistan, ... 

• •• 

... , 9 


t * 

Censes of Provincial Variations 

Why such variations in the density .of population from 
provincc.to province exist is an interesting subject of' .Study, 
Other things remaining the same the part of the country 
where the chances of earning a decent living ate the , greatest 
will be most thickly populated. The possibility of supporting 
only a small number of people deteriorates the density of 
population. India is mostly an agricultural country ; conse- 
quently,' those areas where agriculture is moat prosperous and 
where the chances of earning a decent living are greatest, 
generally speaking, the areas of thickest population. Density 
of population in India is, therefore, mainly conditioned by' 
the factors affecting agriculture. Such factors are the fol- 
lowing : 

{1) Surface Features, The most important factor deter- 
mining' the density of population is the surface features 
playing, as it does, a dominant role in determining the success 
l or otherwise of agriculture. On uneven and hilly tracts, 
agriculture is a costly and risky profession. Level plains, on 
the other hand, are most suited to agriculture. Throughout 
the country, therefore, hilly tracts are sparsely popiJated and 
level Plains ate thickly populated. Indeed the Indo-Gangetic 
Plain is one of the most thickly pofiukted parts of the World. 

(2) Ratrtfall, The success of agriculture a 
upon the amount of rainfall. Generally speakmg, 
properly distributed rainfall is best suited to Indian 


Iso depends 
40 inches of 
agriculture. 
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"Where the rainfall approximates this ideal, ' population tends 
to be dense ; where rainfall is" either less or more than - this or 
badly distributed, density has a tendency to deteriorate. 
Students should be careful not to commit the mistake of 
writing that greater the rainfall, greater the population. 
Rainfall promotes dense population only'^ to. a certain point 
beyond which it has exactly the opposite result. If scarcity . 
of rainfall is damaging to agriculture, » superabundance of 
rain is equally harmful. Lower Burma, for. instance, receives 
plenty of rainfall, but is sparsely populated. 

(3) Irrigation. Where rainfall is scanty, irrigation, which 
happens to be a corrective to this deficiency, becomes an 
important factor in determining the density of population. 
Irrigation contributes to the success of agriculture and 
thus favours n thick population. The area known as the 
canal colony in the Punjab was once a dreary and dry 
desert ; but after the construction of canals in' that 
area, it soon became a smiting land of millions of 
agriculturists. Similarly the Sukkar Barrage in Sind has 
resulted in the rapidly increasing numbers which now inhabit 
that area. It must, of course, be noted that agriculture affects 
only a small part of the country and on the whole has little 
influence in determining the density of the whole country. 

(4) The Type of SoiU> The nature of soil is another"" 
important factor in the success of agriculture" Where soil 
is fertile and can be easily cultivated, population is dense. 

If the soil is, on the other hand, rocky and infertile, popula- 
tion is sparse. It must, of course, be stated that -soil becomes 
an important factor in this respect only if the proper amount 
of rainfall is available. ' Taken by itself, the effect of this 
factor on the density of the population of the country as a 
whole is little. , - ’ ■ - ' 

. (5) Climate. Suitable climate is another factor to ensure 
the success of agriculture. Ocher factors of agriculture may be 
quite favourable, but if climate is not suitable, agriculture 
cannot be properly carried on. Importance of this factor can 
he very well realised from the fact that the areas of unfavour- 
able climate almost always coincide with ‘low density- " • 

' (6) Security. Security of person and property leads to ' 

aense population. .The areas liable to dangers of war or 
natural calamity* or political oppression or exploitation, have 
sparse population; , 


. , Affecting Migration. To a'certaih extent, the 

whole host of factors which encourage or check the migration 
of population increase or decrease as the case may be, the 
density of population ; and may even dominate over ocher 
factors 'discussed above. 


THE POPULATION C>F INDIA 


291' 


(8) Stage df Economic Development.’^ The, stage of econo- 
paic progress attained' by a country or a part thereof hrs also 
some effect on ' the density of population. In the hunting 
stage, ■ for instance, people led wanderer’s life and the density 
of population was a meaningless tefVh in those times. The 
pastoral stage led to some' short of fixed habitation ; but as 

‘ the donaesticated animals * required la’rge grazing grounds 
population was '-by the very nature of 'things, sparse. In the 
agricultural ’stage people - began to settle down in certain 
localities ; food resources incteosed'so that a dense*' population 
could not be supported The density of population, naturally, 
increased. All the important agricultural tracts ofTndia have 
thick population. In.the industrial stage, the density increases 
. further as can ba seen from the population of opr industrial 
centres like Bombay, Calcutta, Pawnpore and others. 

(9) Industrial Development, a The above factors. Jiave 

reference to agriculturab population. Thick population may“ 
also be a result of the elements leading to the' industrial 
development of a region. As a general rule, where industries 
are localised, population is dense. All our industrial centres, 
like Bombay, Gnwnpore, Calcutta, etc., are very thickly 
populated. ; ^ . 

i 

' § a. HEALTH AND VITAL STATISTICS 

Health population is the basis of a sound national ' 
economy The will to progress and ability to achieve it flow 
from healthy mind and'-body. Physic.!,! efficiency of human 
beings lies at the root of the whole economic progress, An 
average Indian is physically weak. This is the result of the 
great poverty in which : he is steeped and of his illiteracy, 
particularly his lack of public health conscience. Many of the - 
people of this country do not get even two meals a day and 
the number, of those who- can get is small.- The masses of 
^ people live in muddy hovels or insanitary rooms, in foul dirt 
and squalor productive of all sorts of diseases. They ’are 
equally badly and insufficiently clothed. ]K^hatever they are 
capable of doing in the interest of better physique, they fail 
. to do because of , their ignorance and illiteracy. Und^c the 
ircumstances, they lead an unhealthy life and are often 
’"’visited by various sorts of major and minor diseases. The 
chief major diseases from which they suffer are : (1) cholera, 
which is a common occurrence in eastern India ; (2) malaria, 
which asserts itself in the areas, of heavy rains and bad 
^drainage ; and (3) .tuberculosis, which is spreading.iike wild 
'fire in our big industrial towns. Then there are minor dis* 

'■ eases like plague, kala-azat, hookworm, which are as destruc- 
rive as the major diseases. These maladies carry off thousands ' 
of persons each y ear and weaken many more. 'Alhlndia Medical „ 
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Research Conference remarked that “the average number of 
deaths resulting from preventible disease is about five to six 
millions, the average- number of days lost to labour by each 
person in India is hot less than 2 to 3 weeks in each year, that 
the percentage loss of eflaciency of the average person in India 
is hot less than 20 per cent and that the percentage of infants 
horn in India who reach wage earning age is about 50 while r 
it is quite possible to raise this percentage to 80 or 90 ...The 
greatest cause of poverty and financial stringency in India is 
loss of efficiency resulting from preventable diseases.’’^ 

Vital Statistics 

Statistics or figures relating to births and deaths ate 
known as vital statistics "We had occasions to discuss in a 
preceding chapter that the birth rate in this country' is stag 
gering ; but the death rate is equally disastrous. Consequently 
the survival rate is small. The table below shows the birth, 
death and survival rates of India in different years : 


\ 

Year 

Birth rate .per 

Death rate per 

Survival rate i>ef 

thousand 

thousand 

thousand 

a 

- 

1926 

35 


s 

1928 

37 

26 

ll 

1930 ^ 

36 

27 

9 

193* 

35 

35 

10 

1932 

34 •< 

22 

12 

1933 

36 

22 

14 

1934 

34 

as ' 

9 


However, the survival rate in India exceeds the survival 
rate m other countries of "the world, as is shown in the 
toUowing' table ; 
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The causes of high birth and death rates in this country 
have already” been discussed. Human' life is very short in 
out country ; this factor is a stumbling block in our economic 
progress. - Death generally means the loss of experience and 
skill of the deceased at a time when he would possibly be 
of great help in the economic advancement of the country. 
The average duration of life in India is only 27 years ; 
whereas it is 43 in Japan and 67 in New Zealand. Female 
ind infantile, mortality are particularly high and need special 
ittention. ’ > • . - ' . , 


Ti» * 
in in 



INDIA- USA. -UK.; G^MANY JAPAN 


Pig. 45. Average duration of life in India and other countries. 

Female Mortality Iti India ' „ 

Death rate among the women in India is very great. It 
is very high particularly at the time of child birth. The 
chief causes of high female mortality are the, following : 





Fig. 46 . Showing average duration of life in certain countries. • ; ' “i" 

(l) Certain social customs have a disastrous effect on 
the health of our women. Purdah system is one of them. It 
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confines •'jOur .women '..within ,the housevsvhere ,, they ; hardly 
get either -fresh air ■ to ^ hteath and opportunity .to take some 
exercue. It. is gratifying.rto .note that such injurious social 
customs are getting -weaker. - 

(Z) Til? early marriage system is a much more important 
factor. Girls' who are married early become raothersjsooner 
than they ace physically mature and catcK , 'serious diseases, f 
The consequence is that -thousands 'of child-wives march 
from the nuptial-bed to the funeral pyre within a short 
period of their married life. Nervous -debility, tuberculosis 
and uterine diseases cause havoc among them. 

(3) Quack mid- wives v/ho nurse the Indian women at 
the time of childbirth use faulty methods which at times prove 
fatal. 

(4) Female life is regarded cheap in this country and 
generally women neglect their health, 

(5) Women working in factories have to attend to their 

duty immediately after the childbirth and just before 
which has disastrous effect on their health. ' 

(6) The masses of the country are poor and are ill-fed 

and iH-clad ; so that once the constitution of women begins 
to weaken, it often leads to their untimely death. ^ 

Child orlnfantUe'MortaHty ' ’ ' 

Infantile mortality, like female mortality, .reaches serious 
proportions in our country. India ha's the highest Infantile 
mortality in the world. ' Twenty pet cent of the children 
bom, die before'they' are one year of age. Infantile mortality 
is particularly great in' the' towns. The” table below gives 
the infantile mortality rates of certain towns for the year 
1934 j 


City 

Death rates 

LtJckuow - 

... 


329 - 


Bombay 
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Ksgpur ... , 

... 


1 270 


Colenlta 

- 


t 268 


Madras 

.■* 


- 246 


Uelhl ... 








J99 


Lahore - ... 

... 

- 
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The causes of high infantile mortality in India are the 
following : 

(1) All the factors which prove fatal to the mother or 
weaken her ate also the causes of infantile mortality ; because 
the weakness of mother passes on to the child. Children born 
of weak mothers die soon after their birth, 
t (2) Indian mothers are generally ignorant of the princi- 
ples of mother-craft. Improper feeding and faulty bringing 
up of children is a fruitful cause of their early death. Diseases 
like diarrhoea and dysentery which are common among small 
children often prove fatal to the delicate lives. 

(3) The poverty of the masses is anothec very important 
factor. People not getting adequate food and clothing and 
living in unhygienic surroundings have to bring up their 
children in similar circumstances.'^ They cannot give to their 
babies proper food and satisfactory environment to gtow 
and develop and when they fall ilk proper medical attendance 
is not available, 

(4) cometimes mothers have to work in factories. They 
arc generally not given leave or maternity welfare be'fore 
childbirth ; and they are required to join the factory im- 
mediately thereafter. They cannot afford to absent themselves 
from factory work due to their poverty. The hard labour 

' which they have to undergo causes weakness which also makes 
their children weak. 

(5) Very often mothers do not get time from family 
duties or factory -wo: k to attend to their, children properly. 
Therefore, they adopt the practice of drugging their children. 
This causes nervous debility in children, resulting in their 
early death. 

§ 3. EDTTOATION OP INDIAN LABOUR 

The Psychology of Indians 

Education is an impoitant factor in the 'determination 
of efficiency of , labourers. It is partly inherent and partly 

acquired. . _ 

! , 

■r~ The psychology of the Indian people is instinctively 
non-practical and otherwordly and is prejudicial to economic 
prosperity. Mr. Jadunath Sarkar gives a vivid account of our 
mental furniture in the' following lines •- ' 

The Indians (>( geneiallsntion be peimissible in the case of such a vast 
and varied population) are slacknerved, easy-^ieIding, awed by the stupendous 
forces of Nature and the might of Pate, and, though generally industrious and 
sober, apt to be led away by occasional outbursts of impulse or passion, habitually 
conservative, believing in the wisdom of their ancestors, fond of .letting things 
alone, and inclined to sit under the banyan tree dreaming of metaphysics- 
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Attnlhilatjng all that's made ' 

To a green thonght in a green shade. 

They .are eisentially medireval in their thoughts and as far lemoTed from 
the abstract "economic man” as can be imagined. Some of their very Tiitnes 
such as the domc'tic hahlt, patience, content with little, aversion to a spint 
of adventure or speculation, and softness of heart handicap them in the econo- 
mlc tace.^ 

This picture, though overdrawn, possesses some element 
of truth. Recently a wave of political awakening has spread 
throughout the country which has made our countrymen 
conscious of the grim realities and alive to the necessity of 
economic advancement. 

EdQcatlon 

The education of the masses of the ■ country is ve^ 
unsatisfactory. The primary education is meagre ; hatfdly 
one out of every three villages has a primary school. It 
is not compulsory anywhere except in a few hundred muni^ 
pallties and rural areas. There is one middle school per 100 
sq. miles, one high school per 315 sq. miles, and one arts 
college per 9,000 sq. miles. Under the circumstances, out 
labourers cannot attain that menial efficiency in the absence 
of which no lasting progress can be made. 

§ 4. EFFIOIENOY OF INDUN 1/ABOUB 

Let us now discuss the problem of the efficiency of Indian 
labour. The problems which we have to face are mainly two : 
(11 is Indian labour efficient, or inefficient 7 (2) If the. latter, 
what are its causes 7 

Is Indian Labonr Ediclent 7 

Whether Indian labour is efficient or not is sometimes 
debated, though this controversy is superficial. It is moreover 
a problem of advanced discussion, and will be given only a 
passing reference at this place. It has been argued by some 
people that Indian labour is probably the most efficient in the 
world. For, labour in India is so cheap that labour cost per 
imit comes to a very low figure, probably it is the lowest in 
the world. This may be so ; but the argument is not very 
plausible. Low labour cost is nor the criterion by which^ 
efuciency of labour is to be judged. Efficiency of labour is 
to be tested by the productivity of labourers per unit of time. 
Labourers producing mote or better goods in a given period 
ate rnorc efactent ; and labourers producing less or worse goods 
in the same period and under similar circumstances are less 
efficient. From thv* point of view, which is the only corrTtt 
point or view, Indian labour is really inefficient 

Of. r/c, cb I. 
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Causes ot Inelliciency of Indian Labonr 

The following are alleged to be the causes of the in- 
efficiency of our labour : 

(1) Racial Characteristics. Western writers have the 
habit of stating that Indian labourers are inefficient because 

7 they come from a stock having hardly any capacity for 
^ industrial work. This assertion betrays colossal ignorance 
of India’s past economic achievements. Anybody who has 
some knowledge of the History of India can say that this 
statement is wrong. There was a time when India was the 
most advanced industrial nation of the world and her manu- 
factures used to be the best in the world. Our workers are 
the descendants of the same labourers whose nimble fingers 
were celebrated throughout the world. Since the advent of 
the Britishers in this country, the decay of indigenous in- 
dustries led to a deterioration in industrial efficiency. But 
once again India is marching on the road of industrial pro- 
gress with set teeth and firm determination, and her labour 
is fast becoming efficient. In Tatanagar, for instance, the 
labour force was originally drawn from wild tribes but has 
now become so efficient that glowing tributes have been paid 
by foreign observers to its efficiency. ^ 

(2) plimate. ^ Climate is alleged to be the next factor 
s accounting for the' inefficiency of Indian labour. This is true 

to a certain extent as the hot climate of our country does 
have a weakening influence on the human -^frame. But it 
must not be forgotten that out labourers still have an unusual 
capacity for hard and sustained work ; and they live in very 
rigorous conditions. The workers of Northern India - Nepal, 
N.-W. F. P., and the Punjab— are very sturdy, though those 
of Bengal or Madras are not so strong and tough. Moreover, 
the progress of science and economic advancement of the 
country may lead to the adoption of artificial measures to 
make the climatic conditions more favourable for work. A 
spread of electricity for domestic and industrial purposes has 
already led to the use of fans, refrigerators, humidifiers and 
other such salutary devices. ' , 

(3) General Intelligence. The next factor which makes 
for the inefficiency of Indian labour is the low standard 

-cof general intelligence possessed by the average Indian 
" labourer. The home surroundings ^ of our countrymen are 
hardly educative, mainly because of the illiteracy of the 
parental Our education system is also not exmnsivc ; even 
primary education is not yet compulsory and free. It is due 
to this fact that our labourers are still conservative and 
immobile, it is absolutely essential that Government' and 
private teaoiitces should be pressed to the -service' of ‘edu'ea-* 
tion so that the ^ standard of general intelligence of the* 
laboutets may rise. - ' ^ 
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(4) Education. Lack of education, general as "well as 
technical, is another important reason of the inefficiency or 
Indian labour. Because of this deficiency, labourers 
lack in cheerfulness, hopefulness and intelligence 'whicn 
greatly increase efficiency. At present our education is 
mainly literary. There is great need of technical and industnal 
education along both theoretical and practical lines. 

(5) Low Standard of Living. The standard of living of 
tha masses is very low which makes them weak physically as 
v;cll as mentally. Our labourers live in ditty chawals or fcusttes 
where drink, disease and immorality arc rampant Their food 
and clothing are far from satisfactory. The low standard is 
the result of poverty and illiteracy. Poverty is, of course, a 
many-sided and fundamental problem and its solution will 
require the change of almost entire economic mechanism. 
The spread of education and the popularisation of public 
health conscience may also be relied upon to do something 'm 
this direction. Organised attempts should be made for the 
improvement of public health including -the supply of f’ure 
water, unadulterated food, proper medical facilities and the 
system of insurance against sickness. 

(6) Working Conditions. Working conditions in the fac- 
tories also contribute to' the inefficiency of but 'labourers. 
Improper ventilation, defective sanitation, careless colourlngj^" 
ditty conditions and such other factors are' common and 
reduce the efficiency of labour physically and psychologically. 
Factory Acts have been made for remedying such” evils but 
more vigorous efforts have to be made in this direction. 
Propaganda is also very valuable, and it is really unfortunate 
that It has been neglected in this country so for. If capitalists 
are convinced that the money they spend in improving working 
conditions might be more than rapid in the form of increased 
production, they will themselves take the initiative in this 
direction. 

(7) Hours of Work. Hours of work, if long, deteriorate 
efficiency. This has been the cause of some importance in 
reducing the efficiency of our labourers! Recently various 
factory laws have shortened the hours of work,* but they„ arc 
still too long for a country like India which has hot climate 
It has been aptly remarked that the slackness and lisfle?3ne33 ~ 
of Indian labourers are a form of protective device ' vdnch 
they unconsciously adopt to prevent constitutional breakdown, 
which strenuous labour tor long hours would otherwise Inevit- 
ably brmg about. ■ * - 

(8) Labour Iwn-ovcr. Indian labourers, as a general rule 
are not tull-tledged labourers. They are essentially cultivators. 
They come to work in factories only when their fields do not 
requite their services ; and as soon as s jwing and hatveatlng 
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tct in, thty leave thetr factory work and return to their fields. 
This migratory character of Indian labourers checks the attain- 
ment of efficiency. Indian labourers can be made permanent, 
if industrial life bcRim to provide healthy conditions of living, 
favourable for leading a family, and sufficient wages for its 
maintenance. 

' (9) SelfSalisfactinn. Our labourers ore temperamentally 

self-satisfied. They lack the discontentment v/hlch leads 
to economic progress. Their outlook is essentially 
other-worldly end they core Just for a living wage. If wages 
arc Increased beyond this limit in order to induce them to 
work more efficiently, they actually begin to absent them- 
selves more frequently than before, because less work 
can now give them the desired income. With proper propa- 
ganda and education they should be made to attach greater 
importance to their material wants and material well-being 
than what they have hitherto done. 

(lO) E/Hcjcncy of Organisers. India lacks organising capa- 
city. As such we have to import foreign skill for the purpose. 
Foreigners ate not very efficient organisers. The cUmate of 
this country rarely suits them. Moreover, they are used to 
efficient labourers in their own countries, and Indian labourers 
appear to them inefficient weaklings. Very often they become 
. careless because they are paid considerable sums in advance 
and cannot be easily turned out. Rarely is an effort made to 
find out the suitability of a labourer to a particular task and 
the allotment thereof to him. Again, tools and machinery 
that arc used arc not always suited to the labourers. The use 
of defective machinery, it must be realised by our capitalists, 
is a false economy. We can improve the standard of organisa- 
tion in this country if we send our own countrymen abroad 
for requisite training and see that they put into practice the 
latest advances made in the science and art of organization 
and management. 

’ TEST QUESTIONS 

I I 

j, Wbaldoyou mean by denslly of population? What is the density of 
popuIstioD in India ? Account fut its ptovincial satiations, 

3. Write a short note on "The Health of the Indian People and its 
Economic SiRnificance.” 

J' 3, What do you mean by vital statistics ? Give an Idea of the vital statis- 
tics of India, 

4. Account for the high female and rnfnntile mottility in India, 

5. Suggest the icssons (or the incfTiclency of the Indian labour, 

I 

EXAMINATION ,^QUESTIOJSS „ 

O, P. Board 

1, Explain the causes of high infantile mortality (n) in India in general, 

<41 at industrial centtes in particular. What measures can be adopted to lessen 
the evil ? (I« A., >944) ^ 

39 
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2. India presents examples of very hi -h and very low densities hi popula- 
tion. ' Explain the factors that account for these wide differences. Do you agree 
with those- who maintain that India is overpopulated ? Give reasons for jour 
answer, (i. -ft-., 1 943) ' 

*3. What ate the causes of inefficiency ol Indian labour 7 What retoediei. 
■would you suggest 7 il. A., 1941) 

4. What do you understand by 'infantile mortality’? Explain the caures 

of the high infantile mortality rate in India. - Suggest mestsures to check this evil, 
y. A., 1940) - 

5. What are the factors which determine the efficiency of indi^lrial 
labour 7 - Apply them to Indian conditions and give reasons for the low efficiency 

of labour in India ? (1 A., J937) 

6. Discuss the causes of the unequal density and dfstrihution of popula- 
tion tn the Various parts of India. (I. A., 1937) 

7. Analjse and discuss the causes of high infantile mortality in India. 
What steps would you suggest for eradicating this evil 7 (I. A., 5935) 

8. Discuss fully the causes of the variations in the density and distribution 
of population in various paits of India. (I. A., 1934) j 

9. Do you think ihe factor tf picduction labour in India is efficient? 

If not what proposal would joa make /or making it efficient 7 (I. A,, 1933) 

- '10." What aiethe Chief causes of the inefficiency ef Indian labour 7 How 
and to what extent can they be removed 7 (1. A., 1932) 

’ll. Account lor the distribution and density of population in different 
patU of India. (I. A.. 1932) . 

12.” Analyse carefully the condition upon which .the efficiency of labour . 
depends.". How fat ate these eondiUons to be found ini -our indnttiial centres 7 
y. A., X930) ... 

J3. Examine the causes of high infantile mortality rale in India What 
forces ate at work to check this evil 7 (1. A., 1929) 

14 State roughly the density 0/ popalatioa of different provinces of India 
Wh'at reasons do juu assign for these differences 7 (I. A., 1928) _ 

45. Explain why the pastoral stage permits a denser population than the 
hunting stage, but a less dense population than the agricultural stage. (I A., 

16. Tell how the efficiency of a labourer is increased by education, ^ 

(а) of the rural primary school ; , , . / ' 

(б) technical. 


}7- The efficiency of Indian wotkeis is lower than that of workers of the 
other industrial nations. What are the cauies of this low'er efficiency 7 Suggest 
tem'dles to improve it (U . P. Com., 1943) 


18. On what does the efheieucy of labour chieffy depend 7 How does the 
employer coulribute to the efficiency of the employed ? (U. P. Com., 1941I 

*9' Analwe the factors governing the efficiency of fndustriaf labour 7 I* 
Indian Labour efficient 7 Discuss, II Cora.. 1939) 

social customs afiect the economic efficiency ol the Indian 
people, (t Com., 1937) ’ 


21. 
deiiecds. 
(I. Com.. 


AnalyM carefully the conditions on which the efficiency of Uhmir 
now lat arc theic Conditions to be found in our industrial centres ? 


I "1* o-atefutly tlie conditions on which the efficiency of labour 

depends. How far arc these condiUons to be found in out indastrial centres 7 
If. Com., 193 j) , . , . 


23. Define efficieocy and suggest methcHs for incieaslng" the efficiency of 
Indian labour. (1. Com., 1931) -i, « 
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Rajpntanii Board 

Consider the influence of the caste system on miliility of lahjut Show 
how mobility of labour increases efficiency, (1. A., 1944) 

2. Fully cxi'iain why the fnilo-Ganficiic plain is thickly pipulu^d. 
What Inference, if any, c m you draw frohi the fact th it the (len^ny of beng 1! is 
almost equal to that of England ? (I. A., 1944) 

3. In what manner does the- standard of Ining affect the tfheiency of 

labour? Illustrate your answer from Indian examples. (1, 1942) 

4. Discuss the factors on which the density of papulation in screri' pirts 

i>f India depends, (Rh) . 1941) 

5. Explain fully l.ie chief factors "wmeh iffect the elficienci of 1 ib iir H 

India (I. A., 1940) ■ 1 

6. Discuss the f.actors on which the density of p.opul.ition in several pact, 

of India depends \\ (1 A., 1939) 

7. Is Indian industrial Ubour in yout opinion eli'icieat ! Explain s ,me 
of the impoitnnl measures which can be adopted to incieA,e Ihc eflicicncy of such 
labour. (I. A., 1937J 

8. Write shoil notes on: Economic effects of caste system in ii.di t. 

(I. A , 1946) 

9. Has the population in India been incicising in your opinion, .it a very, 

high rate during recent years? Explain the ni,.isurcs wliicti might be liken to 
prevent the increase of poverty amongst the peopi: (I. A , 19:6) 

to. Explain the factors on which the total pjpulatioa in India dcpeUtls, and 
suggest any measures that may be taken to alleviate the economic distress that may 
he caused by an increase in population. . (I A , 1934) 

tl. What arc vital statistics ? How is it tint out inf lutilo .nottnliCy figures 
ate high as compared to those of other countries ? vl. A,, 1932) 

fa. Desetibe the variations In the density of popuKtion la the different 
provinces of India \ccount for the differences in density, 

(1 , A . 1931, i933„i 935, 1937, 
13, Describe sooe of the social institution! of the Indians. How far do 
these institutions affect the efficiency of the Indian laboutcrs ? (U A., 1931) ' 

Other Examining Bodies _ 1 

1. Examine the several factors which affect the effic ency o' labour. 'Why 
arc Indian labourers ns a general rule less efficient than, English workers. 
(1. Com., 1940) 

2. What are the economic effects of early msrtiage and caste system in, 
India ? (Punjab, I. A., 1937) 

3. What has been the growth of population in India in the present century ? 

Explain how an increase of population in an old agricultural country influence 
the following : - ’ ' , ' 

, (n) Valae of agricultural products. - - 

(0) Rent of lan'di ■ - ' 

(1) Income per man, (Punjab, (I. A., 1933) " 

4. Is there any connection between tiinfall and density of population. 
(Punjab, I. A . 194* ) 

5. Accmin'l for the difference in "the density of population in various parts 

of India. (Nagpur, Arts & Com,, 1942) n , - . '1 

6. What are the factors detenniniug the efficiency of labour ? (Nagpur, 
com., I94U) 

y. What 13 meant by ‘'efficiency in production ■' Give an idea of the con- 
dition of the factory labourers in 'Delhi. Indicate possible Ifpes of improvements 
With a view to increasing their efficiency.' (Delui, 1. A., 1933) 
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CAPITAL 

' Had legislator* been aware that industry is limited by capital, they would 
have seen that the aggregate capital of the country not having been increased, 
any portion of it which they by their laws had caused to be embarked in tne 
newly acquired branch of industry must have been withdrawn or withheld trom • 
some other i in which it gave, or would have given, employment to 
probably about the same quantity of labour which it employs in its new 
ntcrcijfittww J. S. Afiii • ' 


§ U meaning op capital 


The minlmuitf and indispensable requirements oi pro- - 
duction are land and labour ; but land ■ and labour alone- 
cannot produce a commodity on a large scale. , Axt^cial 
things are necessary to aid man’s attempts if production- of 
wealth is to assume large proportions. This fact was realised 
even by primitive people who invented some simple tools 
and implements to help them in different ways. Considerable < 
progress has been made since then and today human beings ' ^ 
use very intricate and glgantid machinery* mammoth factories, 
and a widespread net of transport system, Adi such ■ artificial 
aids to production may provisionally be called capital. 

Such articles have two characteristics in common :,(f) 
they are articles of wealth ; and 12.) they are used for fjirther 
production of wealth. Capital may, therefore, be defined 
that part of wealth, other than land,^ which is used for further 
production of wealth. Obviously all capital is wealth, but aU 
wealth Is noncapital— that part of wealth which is not UBfid < 
for further production of wealth is not capitaL 

, Whether an article of wealth is capital of not depends, 
not on any inherent iquallty in that article, but on the use 
to which it is put by its owner. Suppose, a man possesses a 
sum of Rs. 10,000. If he hoards it ■ in iron chest, this sum 
cannot be called capital ; but tf he invests it in a factory 
instead, it will certainly be called capitaL j. S. Mill aptly , 
^ observes, ''The distinction between capital and aon-capitld 
\ does not lie in the kind of commodities, but in the mind of 
^the capitalist, in his will to employ them for one purposa 
|rather than another.''' 


lLind *b=uUte excluded from tW of tupiial Woihk Und’i. 

wciUb »nd h liVcwiw o,«ti Ic fonhei pmiacUon of weaftb. Hence c»tilul 
ihooM be dfiSmea either fn ibe abJve «»y or e* iluit part of ^ 

by tsau »Dd which 1* uicd (t>i Sanbit production of wetlih. 

’’j. S, Mill, /Vinn/frr t/ Armn*/, 

f 
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■ W* can look upon capital, from another - point of vie\V 
as well. The income of a person, as has already been re- 
marked* may , either., be , spent for the satisfaction of the 
present wants,. or be put aside for' the satisfaction of future 
wants. The latter operation may take the 'shape of hoarding 
or, of saving, which implies the use of income in a productive 
way. The part of income which is thus employed productively 
is known as saving.'^ . Saving, is simply the conversion of 
wealth into capital by applying it to productive purpose. 


Mooesr and Capital ' . 

Some people imagine chat money and capital ate words 
with the same meaning. This, however, is not so. All ' money 
is not capital ; only that money which is used f or further 
production. ' of wealth is capital. The money spent on the 
purchase of food, clothes and other things of ordinary 
consumption, or buried underground, is not capital. Again,' 
all capital is. not necessarily in the form of money. Big 
buddings, machinery, ' raw materials etc., ate all capitals, 
but none of them is money.* . ; r'' , J 


& 


It must, therefore, be cieatly remembered that capital 
has ' no . especial ' relation^ with money, and nothing, be it 
money' or not,.' can be '‘ called capiial unless it helps in' the 
'■’fmthet'ptoduction of vfcalth. ’ ' . . ‘ 


§ 2. OHABAOTJaRISTIOS OF CAPITAL 


The chief characteristics of capital are (stated below ; — 

^1) Capital is a dispensable factor of production inasmuch 
as wealth can be produced even . without it. .But for. large 
scale production, capital is, absolutely CssendaL ‘ . 


(Z) Capital wears out through wear and tear or passage 
of timej'and has to be replaced. An American macninery, 
tor instance, lasts for about ten years, it may,- therefore, 
be assumcd'chac iO per cent of chat machinery wears "out each 
year... in' iche books of accounts, therefore, the value of 
machinery, is reduced by 10 per cent, each year, - so that by 
,7the time -the machmery becomes useless, its value also drops 


-aut It should be remembered thut capital includes not only the income 
used pioductively but also the wealth put idt ainut.ii use. 

* Modern ecohomists have begun to distingaish between (i) moitty which 

used ptodttctively j-.and fii) arudes, like lactones and machine^, which ate 
used productively. The former u called by them capital ; and the latter, caftial 
nods For jnitance, if a man rnvesis Ks. to.ooo in the construction ot a factory, 
Th-^facioty IS bis .capital -good,, while theKs.ro.oooaithiscapitah.A.hedM- 
j,*clJ0d IS trlptul in advanced iheonsation, • " • ‘ • ‘ 
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highly mechanised and comprehensive and requiM , a . mint of 
money., <-• . . ■. . t •'< 

(3) Provision, .of Raw Materials, . Capital . enables t, 'pr<>, 
ducers to purchase raw materials which ' are later on converted 
into finished products. "Materials include not only 'such taw 
materials as are obtained from Nature but ^ also . partly manu- - ^ 
factured articles. * 


§4. TTPES OF CAPITAL j' , 

Capital assumes numerous forms and may be, 'classified 
according to several standpoints., The foU6wing are_some- 
of the more important classifications of capital. O' . 

1. Fixed anl ClrcolaUng Capllal , , , ! .. . , . -I'y. 

Capital may. be fixed or circulating.' Fixed-capitaVis'.o^ 
a .permanent and durable nature, and is used in production, 
over and over again. Buildings,- machinery and implements 
are some of the examples. Fixed capital may, then, be- defined 
as .the, .capital which exists in a durable shape and" ^hich is 
used,.; in -production:: repeatedly for the performance- of the 
jame 'function; Circulating capital is ; capable: of tenderinK 
service to {’.production only once. For instance," tallow and., 
alkali .which ate used in the; manufacture of soap,* can be " 
thus.' utilized only once; they cease to be tallow and alkali 
after, their first use -and cannot serve - that - purpose again. 
Circulating capital may, then, be defined as the capital which 
is consumed in its -first use in production" and cannot "be used 
more, than once for thc-pefformance of the same function. 

2, ' Prodnctlbh (or Trade) and CoDStimption -Capital '! 

Capital which is used in the production of certain articles 
is .known as production capital. Raw materials, , ihachinery 
and' buildings are some of the examples' of' production capital. 
It'ls'to distinguished ^.from’thc capital which'^ satisfies human 
"WMts “ directlyJ and -is -ktiown as 'consumption ' capiital. It 
^includes-' the goods -which -gives' a 'direct 'subsistence 'to the 
-workers as food, clothes and light , 

3. Sunk and Floating Capital .,4 

'• .Capital which; ,l8 spcciHlfy desigMd, and specialised, for a 
.particular purpose, so that it. ceases .to’;?remain fit. for any -'other 
{pumose,. IS. calm'd sunk . capital... (Capital .invested. in making 
a ;bndge, or in, manufacturing a. railway engine is sunk .capital. 
But the capital which is not so specialized in its appHcatipn 
and can pe transferred from, one productive, use to another 
is known as floating capital.. Cash' and fawT matefia'ls .are the 
examples'of floating or pnspeclalifed capital.': ', i 
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4. Hateflat and Personal Capital 

When capital is embodied in a tangible material object 
and can, as such, be'purchased and sold, it is knovsm as materi- 
al. The qualities of an individual, all those energies, faculties 
and habits which contribute to make a person efficient and 
cannot be transferred to any other person, are known as 
» personal capital. 

5. Hemanecatory and Auslllary Capital 

The capital used in the payment of wages to labourers is 
known as remuneratory capital ; while that which helps 
labour in production, like tools and machinery, is called 
auxiliary capital. ' 

§ 5. jEFPIOIBNOY OF CAPITAL 

Efficiency of capital depends upon . (1) its fitness for the 
productive purpose to which it is put, and (2) the methods 
of its application, 

1. FitriosSi . ,,, 

By, fitness is meant the suitability of the capital to the 
productive purpose to which it is devoted. This suitability 
depends upon the characteristics of the capital and the nature 
, of its employment. , When both these factors are agreeable 
. ‘to the purpose in view ; efficiency is achieved. An illustration 
will make the point cleat. Suppose a very big building-; 
sufficient to accommodate gigantic machines and thousands’of 
labourers, is converted into a big factory, it will be quite 
efficient for that' purpose. But if the same building is used as 
a workshop of a small artisan, it will be too costly and 
spacious to'be called efficient. 

2. Methods o! Application 

The Method in which capital is used also determines its 
. efficiency. If a machinery is handed over for operation to an 
unskilled labourer, he will not be able to make its best use ; 
under his charge the machinery is bound to remain inefficient. 
Good materials and good tools are certainly great aids^ to 
efficient production, but they can achieve efficiency only if 
they are used by skilled labour working under good raanage- 
^ment. ^ ^ 

§ 6. ‘ AOOlJMaLA'flON OF CAPITAL 

, - I I 

We-shall now consider what are the factors which govern 
the accumulation of capital. As J. S. Mill observes "Since 
air capital' is the product of saving, that is, of abstinence 
from present consumption for the sake of a future good, the 
increase of capital must depend upon two things— the amount 

40 
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, . 1 • is known aS'deP>'®V,i{ t 

■ Such shrinkage in value is kuu . . , 


down to zero: Such shrinkage in ; ; . . . 

(3)lCapital is the result rlihuneratb^^^^^^ t« 

As sSh'- borrower o 

its lender, which IS called interest. . , , , 

«P>.c.- 


yj.) . V -j^j. Qi navuis^. 

ebyanyhumanbemg-itisth g ^ a, but 'lan. . 

(2) Capital depreciates and has to be r p n 

,rea and .site) does not weat out. ; - . ^ ■ th-. 


-nsd: 


u*? 






(2) Capital aepreciat« .a— 

(its area and.site) does not weat out. ^ ^jeef th,, 

( 3 ) Capital is production, in other wo^ ;l« 

existing or anticipated demann ,i ^ ^-i-nd' continues. to 

L Sg“ ated according to demmd. But land^^^ words, .can 

whatever the demand be. , ^ ^ quantity. t ;> ;-ii 

.increased and decreased but land is nx . , ^ ^ -V 

Is Land Capital ' , . i-nd should be{:*i 

It is the fecbog of gay, purchases a pie?«^ 

regarded as capital. • -f i^• he does not get it 

price for It. 


regardiea . as caputt*. y ’ s\.„- f ><T it " he does not get i^ lind'' 

ofland.hehas to pay a The ' purchase of 

It is not a free ° the Sircbase 6f,-'sayr;machinery- 

cannot be distingui^e rjii^ncluded in capital. 'i nd ' 

As such, land may be safely that W , 

u„o7.“£«rgis‘^r»=»7hfp^ 

tning lu . ^ ^ ^do not 


Ihatwesactl/xottiof the macbinery has 



valae afceslte .hape BdC «.!«, attereaa * _ .P 

^UsIkMUdc. BC. ^ , , 
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not cost anything to the society, though it does cost to the 
individual. There is, as such, an important difference between 
the two. , This .and other points of difference between land 
and capital show that land cannot be regarded as a capital. 
Each is quite distinct from the other. 

I Z. jMPOBTAKOE and POKOTIONS OP CAPITAL 

The importance of capital has been emphasised in a 
previous chapter. Land 'and labour alone and unassisted cannot 
carry on production on any considerable scale. Without 
capital the energies of man can be only imperfectly executed 
and the gifts of nature only partially exploited. Capital 
‘enables men to utilize mote completely nature's materials and 
forces by the substitution of roundabout methods of ..pro- 
duction for direct ones ; and it accomplishes this result by 
furnishing the tools . for such .roundabout methods, and by 
making possible a longer interval between the initial effort 
and the final effott, ort consumption’. Even in the primitive 
life 'some sort of capital was made! use of in the production 
of wealth. - In the earliest stage of human development, people 
had invented , atone weapons, bows and arrows, rough net 
and sharp stick. With the spread of .knowlfedge and clviUsa- 
tion, importance of capital has also been increasing, so much 
"so that the present age is called the ‘Age -of . Capitalism’, 
Even if capitalism is superseded by some other rsystem of 
social organisation like Socialism ori Communism,* the im- 
bortanefcof capital is bound to remain ’supreme.. No man 
L's been so eloquent of the attamraents and possibilities of 
’ the use of capital as Marx,- the Father of Socialism ; &tid 
Russia, the communist country, has been making large scale 

applica’tions of it. ' * - 

Fonctlons oi Capital ’ ' v ' ■ ' . 

Soecifically, the chief function performed by .capltaUu 
otbduccrs' to start production to wait for the 
« ^if^hlcfappears only after some time. During the inter! 
'®®- ri neriod capital ' provides means of subsistence to the 
labouits ^nd producers, and instruments ,Qf .production and 

r Provision of Livelihood, in modem times goo^ds afe 

(1) FroJ’wmu / demand. A' long lime usuaII 

produced the commencement of P‘^oduction ? 

intervenes goods. During this period,- if ^ 

the final ^hal for the feedmg,-,^,^ clSh “ 

which *her^Sluiremeats of producing agenti. 

and satisfy S Anpliancei. Capital aljo' provy,' , 7 

^2) Provision ofJtTZid other instrument fac- 

doT '"Siodern’ Sethod^ of the production of 
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AOCUMULATION op capital depends dp^n , ■' :'- ^ 



{£) Will i0 Save ' * 

i-^) Aiilit]/ to Save 

Subjective Conditions or 

Tenonal Motives 

. 

Objective CondliloDjJor 
Conditions PievsiliDg 
within the 

Conntij 

£xcc^ pf income ov^r 
‘ expenditure. ^ 

‘ 1 

1* Pfndential coniider- 
ations. 

2 . Social and political 
consideration*. 

3 . Economic ' consideta 
tions. 

4. Temperamentai consi-' 
derations. - t , 

Security. 

2 . Field andJi»dlWe« 'for 
Investment. 

3- Capable bwineaBien''’' 

• r* 

4' Existence ^pf the tneani 
of itorin^ vfthe. ' 


Ability to Save 


one 


Saving is possible only if or.*’ ■ • ' -' - \ 

' 5. C'^penditure. If - ®, income is greater, than 

rW eSafto^L^® ^®- 200 pef month alid 


per 

'•“““'J'- anord to saw* li."'' “*“ounr, on less . tnai 

feives \lse“T “®°^ Production ove?®;.^^^’' can-save Rs.'Sa 

fnlfeaSn nr capital. Such surDlL?°°®““P‘^*°'“ .then, whid 

increased production or from more ™?y . »5orue ‘either froir 

'■The Case of India' Tl, ‘'lm. oonsumiption.' ‘ 

sftvc IS T'k* ** Ability of otiv 

the majOTitl -of to th7 fact tc 

chHpter?Save P«PJ« is very smSl^' 

head is amW rf t“ ^^ures >0 s£w ?W ® previou 

Ra.ltWa in' IndTa”'^ •** 

nardly comes tt 


R«.ltX)a year u in' India Tr ^ income pi 

person even to the sufficient^ ^ * 

capital accumulating -Under rk "“®»ntaining • 

derable scal^ 1 °*! cannot be Expected t^ circumstance 

whose income far * j ® rich nennl sny consi 

i *_r,'rar exceed* rk*.-- . People of, rk- i 


wW-inlomef^,r®'^. ^ 

•muUtort'of l„“^'f«'d» theif exSA'dku?!® P.^ rhe , country, 
country; Amounts of capiwfS®* are fhe accu- 

- J * ®“<=n as It exiiti in this 
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t-WiiUBgness to Save 

• The excess of Income over expenditure does not of itself 
lead to the creation of capital. ' There must also be a willing- 
ness on the part of person concerned to save money, that is, 
to put it to productive purposes. The willingness to put the 
surplus money to such purpose is influenced by two sets of 
causes : (1) subjective considerations, i. e., personal factors : 
.and (2) objective considerations, i. e., conditions prevailing 
within the country. We shall discuss them below. 

1. Sobiective Considerations or Personal Factors 

The important personal factors which prompt men to 
save money are the following 

(1) Prudential Considerations or ForcstgliVr^en sometimes 
save money as a provision against some contingency when 
their income might stop or go down due to some reason or 
the other. Factory workers, for instance, tty to save ’ some 
‘ money 'which might support them during the period of 
unemployment or illness. ‘ In old age, too, one's earning 
capacity seriously deteriorates or comes to an end ; and money 
is saved to be of help in such a' time. People also try to , save 
money with a view to leave something to their dependents 
after their death. These prudential considerations which' lead' 
■' men to save money, ^ either for the “rainy day” or for their 
dependents, constitute what is generally called foresight, 

(1) ^Social ^ and Political Considerations, In the modern 
age of capitalism, it is wealth’ or capital which brings ^ prestige, 
respect and, j power in , social sphere and ' political life. The 
desire to command esteem and wield Influence is an , important 
cause of the accumulation of icapital. The_ greater , , the ,, esteem 
in which capital is held and the higher the sociaUand political 
power which it, is capable of giving, the greater will, be the 
strength of, this motive. ^ r, - . , 

(3) Economic Considerations. There are certain important 
economic considerations which also lead to the 'accumulation 
of capital. The first of these is the ^sire to earn interest.* 
The higher the fate of interest, the greaterTr-thenThduceMent 

.. CO save money to take advantage of.it. The , second motive 
the ambition to succeed in business. A. busines3man'''com- 
manding largF'Capital'fin'ds the gate of success open for him ; 
' while a businessman with small ►capital is seriously handicap- 
ped in numfecous ways. ' Capital is, as such, also ► accumulated 
with a viewito excel one's business competitors. , ,, i , 

(4) Temperamental Considet'af ions. , There are some’ pbople 
with whom'saving is a'habit aad,.is as assertive as any other 
habit. Just as they 'canhot live' without bating and drinking, 
similarly 'they cannot probably live without saving. 
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The Case of India. In India, subjective forces do not 
generally operate very powerfully ; they move only the richer 
sections of the population. The rich and the middle-class 
people have the desire to leave •something for their dependents 
but the poor fail to take distant future into account, though 
the sense of family affection is quite strong with all classes 
of people. The desire to save for a “rainy day*’ shows 
similar characteristics. The possession of capital certainly 
gives social and political prestige in this country, but people 
are generally illiterate and poor and this ambition does not 
become effective in the case of the majority of people. High 
rates of interest are probably found attractive by them and 
some of them are proverbially habituated to save money. 
But so far as the majority is concerned, it only very rarely 
gets the occasion t or exercising its willingness to save due to 
their extreme poverty. 


2. Objective Considerations, or Conditions witbin the Country 
A man possessing the ability to save will like to save 
only if the conditions prevailing within the country are 
favourable. The important conditions are the following : 

(1) Security. A man will like to save money only if he 
is certain 'that his savings can be kept safely. If he feats 
that his savings might be taken away by robbers* or be 
snatched away by unjust tax-collectors of the Government,' ■■ 
or be destroyed in warfare, or be devastated by such natural 
calamities as earthquakes and volcanic erruptions, his in- 
centive to save will be damped. ' In early times life^ and 
property of the people were not safe; and the people were 
consequently But the spread of civilisation and 

the establishment of , organised society guaranteed them 
adequate protection, and capital accumulatio'n on a large 

fact now. In our country the break- 
np of the Mughal Empire saw frequent wars, daring robberies 
and excessive tax«ion which fleeced the capitalists of their 
capital as is fleeced of its wool. Such insecurity made 
people spend-thrift and reckless, and capital accumulation ' was 
very meagre. 

: (2) Fields and Facilities for Investment. People can put 

to productive purposes only when the fields and 

absence the 

will be hoarded and will hot become 
bowever. such fields and facilities 
have greatly increased in number and efficiency. ARriculture, 
mdustrics, transport, hydro-electric works and othfr spheres 

capitalized and are in chronic 
II * - j ^ for investment’ have alro multiplied 

on all sides. Everywhere we find banks, shares and bonds of 
companies, insurance policies. Government securities, ail of 
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which have greatly increased in popularity and have 
stimulated the accumulation of capital. 

In India, however, fields of investment are not so large 
as in "America or the United Kingdom, but the scope is 
definitely increasing with great rapidity. Large scale pro- 
■^duction in factories and farms, large iron and steel and hydro- 
electric works, big insurance and banking companies, are coming 
into being j and capital is tending to have diverse and various 
opportunities of finding satisfactory channels of application. 
So far as investment facilities go, they ate not very satisfac- 
tory at' present and lack both in numerical strength as well 
as in efficiency. Joint stock banks are not very many, while 
savings bank and co-operative societies are also few. 

(3) Capable Businessmen. People are induced to invest 
money only in the concerns conducted and directed by trust- 
worthy and capable businessmen. The business magnates 
who are well known for their business efficiency and for their 
honesty, always inspire confidence in the public and' large funds 
are easily entrusted to them without any hesitation. Such per- 
sons are very few in our country. Tatas and Dalmtas can be 
counted on the tips of fingers. This is an important reason why 
capitaL is not . very large in this country. Whenever any 
‘capable businessmen starts a work, there is no dearth of 
' capital for Kim. , , 

(4) Existence of Money as a Store of Value. People will save 
.•money only if they -find that there exists a means of storing 
value for long periods without any loss. In India we have 
the rupee as our legal tender which is a good store of value. , • * 

* The Case of India. The willingness of the people of this 
country to accumulate capital was not very powerful in times 
gone by, because of the political and economic instability, 
insecurity and such other unfavourable factors. Since those 
times, , however, conditions have been changing slowly and 
gradually. Since the last Great War in partiemar there has 
been, a tremendous increase in the indigenous capital. But 
still the following remarks, ^ade by Mr. Dudeney, are no^.- 
very wide off the mark ; V o.X 3--r-g4--4. 

“Indeed, It fs equally the stiengllr-nnd the weakness of the Indian native 
' meicnntile community that its roetnbeis possess great wealth, yet fail to nse it 
fully. ' Kven the roost wealthy among them ate invariably subject to the inherited ’ 
and ineradicable Oriental habit, bred of > centuries of cruel Necessity of hiding ' 
their money in Such highly portable, convenient -and easily hidden investments ' 
as jewellery and precious stones. If ever an Indian Kerpoint or Morgan arises be 
will not buy old masters, bnt will put bis heart and his money Into the collection 
of priceless diamonds, pearls and rubies. That is what every native capitalist 
does in his degree, and therefore, it should not, be assumed that his credit is to be 
gauged only by tbe paper securities he can lodge with the banlti.’’* 


’ ‘Frank M. Dadeney. The Exp^Ut^s Bandbrnk. p. 23. 
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1 7. MAOHINERY 

Machinery represents the most important form of capital. 
Machinery has contributed richly to the modern civilijation 
inasmuch as it has enabled man to subdue Nature. Machinery 
has created a revolution in the sphMC of production and has ^ 
increased the productive capacity tremendously. The modern 
machinery is a very complex and i gigantic instrument of 
production and has gradually evolved out of the very simple 
tools first designed by the primitive man. Agriculture, 
manufacture, transport and other businesses have become 
highly mechanised. So important role, doea the machinery 
play in the modern economic and industrial , organisation and 
so fundamental and far-reaching ate its repercussions on 
social ’life' that^'fhe present age is often described as the ASi 
of Machinery. 

Advantages of filacbiner; 

1 The introduction and use of machinery on a large scale 
have brought about fundamental changes in our economic 
system. The chief advantages of machinery are discussed 
below : — 

\1) Machinery iucrease the power of man over Nature. 
There are several tasks which man cannot possibly perform, , 
or can perform only inefficiently, but they can be done very 
easily and efficiently by big machinery, like. steam-hammers, 
gigantic cranes and floating docks. Machinery have enabled 
man to compel Nature to release her forces for the benefit 
of mankind. 

i t (2) In the absence of machinery, continually repeated 
mentions Involved in certain jobs strain human muscles and 
often cause monotony, or even < premature death. Such 
arduous work is now done by machinery which have thus 
spared human beings from terrible results. The common 
examines of monoronous work are the folding of newspapers 
and the feeding of .papers in a printing press, both of which 
are now done by machinery with great quickness and pre- 
cision. 

_ (3) Machinery can unleash superhuman energy and thus 
increase the quantity of output tremendously. They also' 
improve i*c quality of the output in certain respects. They 
h®’Ye made the output uniform and have introduced an 
eta or production- Mete hands can rarely make two 

things stailar ; but the machinery can forge them 'exactly 
alike, f he atandardixation of output has brought in several 
advantages, the most important of which is the possibility 
of the interchangeability of the parts of machinery. ' * 

(4) Machinery make large scale production possible and 
ensure the availabUicy of conseqaential internal and eccern al 
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ecanomlcs. Output i# thus increased at reduced cost per 
unic 

(5) Machinery saves time and rIvcs rise to gtcncer leisure. 
This leisure rony be used ifor reading, recreation, spiritual 
development ana other useful nctivitlcs. The following 
diagram shows this fact cleatly. 



Before Ihe Joltoduelloa of niicVitnety 
Iri;:. 48. Showing how msehtnery 
mvft tloKi. 



After the lotrodacUon of 
msehiBety. 

(j (i ru-rx *• 


, (6) Machinery have enabled unskilled labourers to do the 

tasks which could formerly be done only by few skilled 
labourers. Disgustive and disagreeable work like that of a 
sweeper is also taken over by machinery. Very delicate and 
fine work which human eyes and hands can do only v/ith 
great difficulty and with rare success is performed by machinery 
with great ease. There arc machines which can even measure 
the diameter of a hair. ' • 

(7) Machinery increase the intelligence, resourcefulness 

and responsibility of workers. They give to labourers com. 
roand over their eyes and hands. Labourers also increase 
their knowledge when they learn the working and mechanism 
of machinery, . 

(8) Machinery have increased the mobility of labour from 
*onc occupation 1 to another. As the mechanisation spreads, 

the ability of labourers to move also increases proportion- 
ately' , . 

Disadvantages ot liachlnery 

Though rnachlnety have brought about so many- advant- 
ages, their effects have not been altogether beneficial. ^They 
have been responsible for bringing about economic, * physical 
and moral degradation among workers. Such disastrous results 
have often led to rebellions among the workers during the 
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coiurse of which they typified machinery as their greatest enemy 
and smashed them into pieces. But it is/now growingly realised 
that in the long run these disad vantages >are more than amply 
repaid. The chief shortcomings and disadvantages of machi- 
nery ate mentioned below : ^ 

(1) JThe greatest argument given against the introduction^ 
of machinery is that they displace labour. Machine is 
‘laboursaving device’ in the sense that it can do the work of a 
large number of men who are thrown out of employment when 
macliinery is introduced. 

This, of course, happens in the earlier stages of the iatro- 
duction of machinery. But later on the displaced labourers 
get employment on better wages and under improved condi- 
tions than before. This happens because the demand for 
labour is increased later on due to the following factors : 

(а) machinery reduces the price of goods. Reduction m 
price iriicreases the demand for them. The need of ptO' 
ducing more goods gives employment to more labourers. 

(б) To produce more goods, more machines are required, 
to manufacture which more labourers are employed, (w 
More raw materials are also needed for turning out increased 
quantity of goods and labourers are employed to produce nmre 
raw materials; The demand for labour thus increases after ^ 
sometime and the entire displaced labour finds employment 
excellent terms. (This reasoning is, however, true only if th® 
machinery is manufactured in the same country in which it is 
used. If, on the other hand, machinery is made in one country 
while it is used in another, the labour of the latter may be 
thrown out of employment and may not be re-employed ) 

(2) Machinery makes skillediworkers semi-skilled machine 
operatives. For instance, before the introduction of machinery 
in our country, Indian weavers were famous, for their art. 
"We hear of the fine Dacca muslin, 20 yards by one yar^ 
which could be made to pass through a finger ring and required 
six months in manufactmre. Such artists are not to be seen 
now. They have all disappeared because there is no market 
for their products. Their articles ate better in quality than 
the factory articles, but the latter are very cheap while the 
prices of the former are almost prohibitive. High class hand- 
made artmles do not sell now and skilled artisans have becn^' 
compelled to work in factories as semi-skilled labourers. 

(3) Machine made articles are not as beautiful and artistic 
at some hand-made goods. The most artistic articles are still 
produced by hand. For instance high class and beautiful .silk 
saris are usually woven on hand looms. Machinery, by its 
very nature, cannot devote that individual care and attention 
to minute details without which high art work cannot be 
produced. 
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• * ■ ' (4) Machinery has been the cause of much physical and 
moral deterioration. Introduction of machinery has led to 
congested and over-crowded towns where labourers have to 
live in ditty quitters and to spend their lives in reeking festers 
of the slums. In such habitations, the drinking habit, the 
excessive sex indulgence, the deterioration of health and 

, numerous other social evils find free play and unfettered 
nourishment. As consequences of mechanisation have follow- 
ed the ‘sweating* of labour, over-exertion of the adult and 
undue strain on women and children. The moral independence, 
sense on security and self-reliance of labourers are now things 
of the past The poor machine-tender can be ‘fired' at a 
moments notice and he has to starve during' the period of 
unemployment. 

( 5 ) Machinery have led to large scale production which, 
in turn, often leads to over-production, i.c., productiefn in 
excess of demand. Over-production leads to a ‘glul:’ in the 
market, shrinking prices and economic depression. 

This allegation is, however, incorrect. Careful examina- 
tion shows .that over-production is nor the result of large 
scale production or machinery, but of miscalculation on the 
part of the producers. If the demand could be exactly anti- 
cipated and measured and if the activities of individual pro- 
ducers could ,be thoroughly regulated, there could not arisp 
any opportunity for over-production ; but since this is not an 
accomplished fact, over-production. is a frequent '.occurrence. 

On weighing the advantages and disadvantages of michine- i 
ry, theoretically as well as- practically and considering . the 
history of economic development of the various countries of 
the world, - we are left convinced that the salvation of our 
country in the preseiit age lies in rapid mechanisation. 

A ' -r" 

TESTQUESTIONS 

1. Explain and define capital. Is there any difletence between saving 
and capital ? Is monev capital ? . 

2. What are the characteristics of .capital ? ‘f.and is capital.’ Com- 
ment. I . 1 ‘ . 

3. .Ditcuss the importance and functions of capital in ptoduction. 

4. Write short notes on : (t) Fixed and ciicuUtinc c.apital. (2) ‘I’toduclion 

• and consumption capital. (3) Sunk and floating capital. (4) Miteriri and p-rsonal 

capital (5) JRemuneraiory and auxiliary capital. . . , 

5. What are the factors on which efficiency of capital depends ? 

6. What are the factors on which the nccuinulaiion of capital depends. 
Discuss with special reference to.tndva. 

7. Discuss the advantages and disadvantages of machinery. 

EXAMINATION QUESTIONS 
,U.P. Board . 

t. Define the term Cafilal, and distinguish between fixed anti' circulating 
capital.* Discuss the importance of capital in Indian agriculturs. (I. A., '1942) 

41 
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2 Diicnw the ndvantngcs nnd dljudvants^es of the use of roichinety- 
(I A , 1941) 

3- V\ hat are the coflditforia for the growth of capit i! in a cotinlry ? illas 
Irate with special reference to pierent-doy conditions in the United Province! 
(I. A., 1940) 


4. What are the conditions which favonr the growth of capita! in < 
capntry? Discuss these folly with special reference to Indian conditio!' 
(I. A.. 1938) 


5 Distinguish between (a) Fixed and Circulating Capital, (b) Wealth an i 
Capital. (I. A., 1937) 

6. Define fixed ca[itaT. How does the use of capital increare the pr0‘. 
dnUivity of laliour ? What services do railways Tender to wealth production in 
India 7 (I. A., 1936) 


7 Carefully define the term' capital and explain the part which it piay' 

in the production of wcaitii Account for the slow growth of capital in India* 
(' A., 1935) , ^ ' 

8 Define capital. Ts land included in capital 7 Give reasons for jOur 
answer A , 1931) 

9 What do you understand by the term •‘capital’ 7 Indicate the tooditinns 
that detennire its supply and examine to what degree these are fulfilled in our 
villages. (1 A., 1928) 


•fixed' and 'circulating' 


10 Define the jerni ‘capital , Distinguish between 
Capital Po ^ oa constHer the to be capital ? 

[iC) Seed corn, (b) honrdfd rupees, and (c) cood*wiI1 of a buMOC'®'' 

(Is A, 1925) ^ 

”■ the advantage' and disadvantages of the use oi machinery inJ> 

m^idcrn production* - (I Cem • 1943) 

12. Define capital and distinguish between fixed and circulating ca Ital 
Do you consider the follmung as capital : (i) good will of n business (ii) the skill 
a doctor (ih) iho miser s wealth, (iv; a hous-, and (v) the intellect of a teacher 7 
(I Com., 1941) 


*3 Disco's the conditions which affect the accumulation of capital in a 
country, and show lo what extent they exist ifa India (I. Com,, 1939) 

Capital. Contrast the fixed and cir 

cnlaUrg capital of a mannlacturcr with that of a merchant. (I. Com., 1937) 
Haiputana Board 


account for'^nf* b'* **’’'*' growth of capital 7 How do you 

account for scarcity of capitalin India ? (1 A.,'i94S) - 

^edalfredl^nd^T*®* subdivided Into (i) fixed and circulating capital, (ii) 
spemaliKd and free capital. Give examples of each sort of capital. f* ‘ ' 

indirecforImndrt^Tp,1d';™t“^^^^ Tu 

•lepen/s; .h«e “te”^"'’'’ (f. AT.94t)‘" “ 

machinery in pmuucUon disadvantages of the applicaf on o{ 

depends! pointing out whfch’Jft?" accumulatim of capital in a country 

7. "Indi ' operate in India. (I. A.. 1940) 

‘ tile latter that has°bmb than Englishmen and yet it is the capital of 

do you accjuiii for ihi' , “I® other great works in this country.’’ How 

of capital in this couoiry '(I ^'"“oorale the causes that have reUrded the growth 
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8. What aie the functions of Capital? What is meant by saying that 
capitallitlc production involras roundabout process ? (f. A., 1938) 

9. Discuss the factors which bring about the nccumuiation of capital with 
particular reference to conditions which exist in India. (I. A., 1936) 

10. Discuss fully the advantages and disadvantages of the employment of 

machinery production. ' (I. A., J936) 

11. Distinguish between circulating and fixed capital. Explain your 
answer by taking examples of these from Items of capital used by (a) the Indian 
agriculturist, and (b) a carpehier. (T. A., 193S) 

13 Define capital. How will yon distinguish fixed capital from circulat- 
ing capital 1 In what different ^ormj does an, Indian cultivator use capital ? 
Which of them ate fixed and circulating, (I. A,, 1933) - 

13. What is capital 1 Enumerate the conditions’ that have retarded Its 

growth in out villages, (I. A., 1932) 

14. What condllions favour the growth of capital in a country ? Discuss 
these fully, with special reference to Indian conditions (1. Com,. 1943) 

15. What ate the factors shat help the growth of capital i VVhlch particular 
factors would you wish t improve in India 1 (I, Com, 1942) 

Patna University Bodies 

1. Explain the advantages and disadvantages of snbstituting machinery 
for labour. (1. A., 1942. Annual) 

Other Cxarntning Bodies 

1. Indicate btiefiy the services rendered by capital in production. 

(Punjab, f, A., 1930) 

2. Define capital Explain the functions performed by capital. 

(Punjab, I. A„ 1934) 

3. What Is capital, ond how does it come into existence ? Is it correct 
to consider it as on independent factor of production ? (Punjab, I. A., 1928) 

4. What are the factors which determine the volume of savings ? Explain 

the nart nlaved by capital in the economic development of a country’. ; 

^ . ' (Nagpur.’I. A.. I94t) 

5. Examine the effects of m'achtnery on labour and discu's whether the 

motrte'S of mechanical Inventions' 'is Injurious to the labouring' -classes, ■ " 

/ ^ " ' - (Delhi, I A., t93S) 

6. What do you understand by capital ? On what does the growth of 
capital in a country depend 1 (Delhi, I. A., 1938) 

7,. How does saving differ from hoarding f Point out the motives that 
induce men to save and the conditions that encourage saving. 

(Delhi, I. A„ 1933) 
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Nonnally It maj be presumed that an Independeot entrepreneur docs notmabe 
less than a manager o! like abiUUea, and rerliaps he does not maKe 
more. If tbe icrtiurjeration of the manager Is just equal to tbe amount vjnicn n 
produces, tben the remuneration of the entrepreneur Is not -very different from n 
amount he produces — Edgitucrih 

Business of evtiy size and description Involves a certain 
amount of ‘risk’ or w hat is called in Hindi jokhim, A business- 
man has to anticipate or forecast the quantity and quality o* 
goods likely to be demanded in the market in the near future, 
and to produce or purchase goods in the light of this estimate. 
If, due to some reason or the other, his forecast goes wrong, 
he stands'to suffer a loss. Eor instance, a mill-owner may 
produce goods of a particular kind in the hope that they will 
be in demand ; but the demand may unexpectedly shift from 
the mill cloth to the hand-woven cloth. The goods produced 
by the said mill will not be sold andkhe mill-owner will suffei 
a loss. Similarly, the actual cost of raw materials, the rate 
of interest and the rate! of wages may exceed the anticipated 
cost, with the result that the cost of production may 
unexpectedly and a loss may result. Just as a business stands 
to lose, similarly it stands to gainjae well. • It may earn huge 
profits if unforeseen favourable events occur. Evidently there 
is an element of ‘uncertninty’ in the business. This factor 
uncertainty or risk is called by economists enterprise. "The person 
who undertakes the risk or bears the uncertainty is knowc 
as the entrepreneur.’^ 

Enterprise and Organisation ' - 

Some economists think that organisation and enterprise 
ate inter-changeable words ; and these two functions are per- 
formed by one and the same man who may be called either 
an entrepreneur or an organiser. This opinion is incorrect 
. Inasmuch as these functions may or may not be combined in- 
one man. The joint stock company is the most typical business'^' 
unit of the modern age and in it the function of organisation 
is undertaken by paid managers while the function of risk- 
taking is performed by shareholders. Apart from this objec- 
tion ot a practical nature, it may be added as a theoretical 
argument that in. theory the functions of organization and 

iThewd'-Inttepienenr is of French origin and hRS been derieed faom tbe 
French word *' entteprendte " which means the ’undertaker'. Tbe English 
equivalents of “entrepreneBt” are ’•undertakeri' and '‘enterprUer.'’ Batthe latter 
ate hardly used ; the ’’enueprensur” is the usual cxpreiaioa adopted in EogUih. 
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risk-taking are definitely separate and can be conceived 
separately. As such, it is better to consider them as two 
different factors of production. 

§ 1 . EDNOTIONS OE THE EnTREPRESEUR 

In the domain of production enterprise plays an important 
role. No production is possible unless somebody is prepared 
to bear the risk which production involves. This is more so 
today than it has been ever before. Nowadays demand has 
to be anticipated and goods have to be produced according 
to such anticipation. The anticipation or forecast depends 
on a large number of variable factors so that no finality can 
be attached to the estimates. The element of risk in modern 
business can, therefore, be well appreciated. As markets are 
growing larger and uncertain, as the processes of production 
are becoming increasingly complex, lengthy and round-about, 
as consumers ate being led away more and more by vagaries of 
fashion and finally, as new inventions are increasing and 
methods of production are being revolutionized, the element 
of risk in business is also increasing. And the importance of 
enterprise and of entrepreneur in the modern economic 
society has become supreme. 

TEST QUESTIONS 


1. Explain the meaning of enterprise 

2. Should enterprise be distinguished from organisation ? Why ? 
3 Discuss the port played by entrepreneur in p— "-on. 

examination QUESTIi 


O. P. Board 

i' Wbat are the functions of nn entrepreneur in 

these functions arc performed by the village artisans I. 

2. What are tbe functions of an entreprenenr in 

3. Who is an entrepreneur and what specific woi 


■n industry f How far 

? ( 1 . A., 1932) 

n industry ? 

(I, Com,, 1932) 

he perform ? 

(I. Com., 1932) 


Rajputann Board 

t Finally explain the importance of 
miem system^ of production. Do you think there 

'“““r Stlte Ihe'Stions of the « 

aete^ined by preparing an imaginary productire bud. 


ind enterprise in the 
fc of enterprise in this 

w how his income is 
n artisan. (I. A., 1I93) 


CHAPTER 39 


ORGANISATION' 

§ 1 meaning of organisation 

namel^^land^fnRn^' factors of production, 
consider the enterprise. We shall now 

has come tn K,. ways m which production in our days 

nature of Studied, so to say, the 

the different machine and shall now discuss 

S W h^^^rhe ^ methods of putting the parts together 
sS: up! ^ ‘he whole machine is 

prope?W^or‘2lni8ed'"^S'«‘'® scale, has to be 

vegetable-erower simple a producer as a small 

decide how much Innd ^ cheap rate, 

grown therein arrin^^ f cultivated and what will be 
to profitable marketinc^ watering and look 

tions become rnmnU^ ► j ^ j ^^g®^^bles grown. The func- 
of today. The numerous in a typical factory 

collectively known rmpottance of these functions, 

productioJ must largeir^deS®'*’ efficiency of 

upon proper assemblage nf rhf ■ organisation, 

in most effectiv^ ^ I- various factors of production 

defined a>> the attempt ^2 

pr„teUo„,„<„.kem»,r 4 M»SSi™‘ 

’’‘“'T 

theory, organisatloif'^WBs°l„I*'* development of economic 
production. It does nor considered to be a factor of 
production was carried ’ however, that in those times 

organisation. As a matter!J,V be carried on, without 

18 traceable even in verrr forne sort'of organisation 

production. But orannisITi.. Primitive forms and methods of 
industrial life of those . “S‘ important in the 

tion of economists. With ®^‘hat it did not attract the atten- 
organisation began to acani^* .progress of society, however, 
duction, division of labour . Large scale pro- 

other economic complexities markets and such 

‘picxicies pushed the importance of 
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organisation to the forefront. It is now realised more than 
ever before that the agents of production cannot achieve much 
unless they are in effective co-operation. Their strength lies 
in their union under one management which will assume 
the lead in production and endeavour to utilise all the 
factors so as to achieve the best results and obtain the highest 
returns. Organisation has now come to occupy an important 
place in the theory of Economics, 

I 2. THE FUNO I IONS OP THE ORGANISER 

The task of an organiser, it may be emphasised, is not 
limited to the mere assembly of the various factors of pro- 
duction ; for he has to perform many' other delicate and 
important functions as well. They may be explained by com- 
pa ing the function of a master blacksmith with the function 
of his apprentice. The apprentice simply works according to 
the directions given by the master blacksmith. But the work of 
the latter is far more difficult and responsible. Besides devot- 
ing himself to the work, he has to collect the necessary raw 
materials like iron and coal. When there is pressure of work, 
he has to employ outside workers on the payment of wages. 
He may be required to borrow money, if there is a shortage 
of capital. Sometimes it is he who has to find out entre- 
preneurs who willingly bear the risk of the enterprise. Bssides 
combining the services of all the factors of production, he has 
to estimate the probable demand. After the collection of the 
various factors, he has to yoke them together in production 
and to bring them into most effective co operation. He has 
to limit production according to his estimate of the probable 
demand for his wares when ready. Then he has to arrange 
for their proper marketing. He has to be alert and in touch 
with the prices at which his competitors are' selling their goods 
and to increase or decrease the prices of his own goods 
according to the state of competition. All these activities 
(excluding his labour in the actual preparation of the articles) 
comes under organisation. Unlike the apprentice, who is 
concerned only with a particular task which is entrusted to 
him, the organiser is concerned with production as a whole. 

The above is a simple instance A study of the 
functions of the organiser or manager of a big factory will 
throw more light on the importance of .his role and on the 
many-sidedness of his contribution. In every form of pro- 
duction, it is he who combines the various factors of pro- 
duction in a most systematic and most profitable manner, 
from the initial productive stage down to the sale of manu- 
factured articles. Like the general who marshals the forces 
under his command and upon whose efficiency dcperids the 
victory or defeat in war, the organiser determines the success 
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or otherwise of business establishment. Specifically hU mote 
important f u notions ate the following ; ‘ r 

1. Bringing into co-operation the various tactors o 

production ; 

2. Organisation of Labour ; 

3. Provision of necessary tools and appliances ; v 

4. Determination of the quantity and quality o r 
product ; 

5. The marketing of goods ; and 

6. Miscellaneous functions. 

ORGANISATION 

The organiser assembles land, labour, capital and enterprise. 
This task of assemblage is preceded by an investigation o 
the most profitable channel of investing productive resources. 





^•E* 49. lUustratiDg the put piaffed by organizatioo in the production of wealth. 

After completing this investigation, he has to pick, up certain 
entrepreneurs willing to undertake the business risk. He also 
persuades capitalists to contribute their capital to the business.' ' 
Then he has to employ suitable labourers and to get proper raw 
material. All this pteliminaty work which must be done 
before productio n can begin, is performed by the organiser.''" 

Ut roust not be supposed that one roan can supply only one factor of 
production and trot more than one, fn fact, a roan can and does supply tn*»re 
than one factor. Take the case of a shareholder in a joint stock company, tic 
isaca^iUHstbecaosehe hascantributed capital. He is also risk-taker, fot *»= 
fs liable to a loss and entitled to a profit Similarly, a person may coD’.tthnte 
capital as uel! as organise prodnetiro, thas becoming capUallst and organiser at 
the tame Uroe . 
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or 

(2) The organisation of Labourers la his next important 
function. He haa to* divide labourers into several groups 
according to their level of intelligence, diligence, skill and 
aptitude, and entrust to each group the work best suited to 
it. He has, moreover, to be careful to see that no labourer 
remains idle and none.h over-worked. Ho has to arrange 
production in various stages in such a manner that as soon 
as a labourer has finished his part of work on a particular 
commodity, another commodity may come before him 
immediately for similar operation. 

He has, again, to look to the proper supervision of 
labourers while they are at work ; and to ascertain that the 
industrious and the efficient ate rewarded and the indolent 
and the inefficient penalised. 

(3) The organiser provides labourers with proper tools, 
appliances and machinery, Ha has to see that the implements 
and machinery are suited both to the labourers as well as to 
the raw materials on which they are used. Machinery have 
to be kept uptodatf* and the organiser has to be in touch with 
the mechanical advances made in his branch of trade. We 
have also to take proper care that the machinery remains 
fully employed ; that the motive power is adequate *, and that 

^the skill of the labourers is well maintained. 

(4) Above all, the organiser determines the quantity and 
quality of the output. The goods produced are meant for sale ; 
business success depends upon the profitable disposal of the 
goods produced. It is, therefore, essential that the goods 
should be produced in such quantity and of "such quality as 
may find a ready and profitable market. To perform this 
function efficiently the organiser has to be in touch with the 
market conditions and to find out what are the articles in 
demand and what fraction of the total demand can be 
captured by him. For instance, if an organiser finds that 
canvas slides are well in demand, and of the existing- demand 
he can manage to' secure the demand for 1,000 pairs of shoes, 
then he prepares 1,000 pairs of canvas shoos. In anticipating 
the demand the organiser has, of course, to foresee the changes 

fashion or taste and in the economic position of the pur- 
chasers, that might possibly take place in immediate future. 

(5) The problem of marketing the goods produced is)also 
tackled by the org miser. Speedy sale of the goods at maximum 
orice is the ideal which he tries to achieve. For this purpos® 
he has to know all the markets, in which 'his goods can be 
sold ‘ the prices ruling in those markets ; the prices at which 
1 - competitvtots are selling, or can sell, their goods ;.-and- 

other factors. It is this sort of systematic investigation 
which gives success to the organiser, 

42 
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(6) Besides these, an organiser has to perform a large 
number of misccllantous functions. He has to observe the 
piindpleof substitution and to know the implications of the 
laws of increasing, decreasing and constant returns. All these 
factors have important influence on production. 

5 3, EFFICIENCY OF ORGANISATION 


Efficiency of organisation is to be measured by the degree 
of economy in production. The best organiser makes the best 
use of factors of production and thus makes the business yield 
the highest profit. Efficiency of organisation may, therefore, 
be defined as the capacity to manage production with great 
economy. 

Efficiency of organisation depends partly upon the 
efficiency of various factors of production and partly upon 
the organising capacity of the organiser himself. The 
former has been discussed in its proper' place in this book. 
The latter is discussed below. 


In order that an organiser may be really efficient, he must 
possess the following qualities : 

fl) Foresight. An organiser should be capable of anti- 
dpating demand in its quantitative and qualitative aspects. ^ 
- u account of thejfactors that 

might bring about a change in the nature and extent of the 
anticipated demand. Such factors may be climatic, or social, or 
or economic. He should also be able to visualise the 
probable cost of production on the basis of the cost of the 
mdlvidual factor. 


(2) Ability to Organise Labour. The organisation of 
laooucers IS of great importance in production and reqaires 
part of the organiser. The key test of the 
of Ik otganiser is his ability to take the best out 

svmDnrhp-rfr attitude should oot be tyrannical but 

Xw thriaho®“^ ^“5^- A" should not 

shS^Lnfe be trifled With. He 

diheent^ and and lazy labourers and give rewards to 

E Ihere workers. He should 'create anatmos- 

improve their naturally realise that if theyv 

thej deserve" ^ efficiency, they will get the lift which'" 
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that there is a distinct tendency in America in particular atJH 
everywhere else in general to appoint engineers as organisers. 

(4) Ability to Inspire Confidence. Modern business 
depends, to a fairly large extent, upon the borrowed capital 
which cannot be got unless the management of the concern is 
solid and honest and inspires confidence in the hearts of 
capitalists. An organiser has to possess the ability to inspire 
such confidence. 

All such qualities are found in some persons while they 
are absent in others. i Poet, it is said, is born not made ; the 
same remark applies to an organiser. The organisational 
ability is something God- given and is rare. It can be improved 
through experience and training. Just as good crops ate the 
result more of natural conditions than of human skill, similar- 
ly successful business is the result more of natural ability of 
the organiser than of his acquired qualities. 

§ 4. OBQANI3ATION IN INDIA 

The factor of organisation is very deficient in our 
country. In times gone by, this was not so. But during the 
centuries of industrial backwardness, the old qualities making 
/or efficient organisation have been lost. The importance of 
organisation, born of its scarcity, is evident from the fact 
that the factory industries which are well organised are called 
organised industries, while the cottage industries which are 
not well organised are designated as unorganised industries. 

OrgsolsatlOB of Agriculture 

Agriculture is the most important occupation of this 
country, but its internal and external organisation Is deplor- 
able, The absence of big and consolidated holdings, lack of 
permanent improvements, absence of drainage system, want 
of manureland such other factors are examples of poor internal 
organisation. The chief deficiencies regarding the external 
organisation are the development of small scale industries 
which provide subsidiary and alternative occupations to 
cultivators. 

’Organisation of Industries 

As said above, our cottage industries lack proper organ- 
isation which is an important cause of their backwardness. 
This is, however, not so in the case of factory industries. 
They are indeed very well organised. It has been observed 
about the jute mills that they “arc a g«at monument to 
Scottish enterprise and Indian labour. While Indians have 
furnished the land and labour for growing, and the labour 
for manufacturing, Scotland has furnished the brains and 
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CHAPTER 40 


DIVISION OF LABOUR 

I ■ 

Th?s great increase in the quantity of woth, which, in consequence of the 
division r of labour, the same nurubet of people are capable of performing, is 
owing to three different circumstances ; first, to the increase of dexterity in every 
patticulat workman ; secondly, to the saving of the time which is commonly lost 
in passing from one species "f work to 'another ; and lastly, to the' invention of a 
great number of machines which facilitate and abridge labour, and enable one man 
to do th" work of many . — Adam S»<i(h 

§ 1« EXPLANATIOH AMD EFPEOTS OE DIVISION CP LABOUR 

The first important problem with which an organiser 
has to deal is the division of labour. He divides and sub- 
divides the entire labour force into a - number of groups, 
each performing one complete or incomplete process. One 
labourer thus comes to perform only a part of a process or 
one process out of a number of processes necessary to produce 
a commodity. This is the division of labour which has im- 
mensely benefited humanity inasmuch as it has increased 
putput at reduced cost per unit. 

Division of labour had not made its appearance in the" 
very early days of human habitation. Each man, or family, 
of those days satisfied ail of his, or its, wants through 
individual efforts. If somebody wanted a hut, he had to 
prepare it himself. If he wanted fur to cover his pecson, he 
killed an animal and prepared the fur. Similar considerations 
applied to each commodity wanted by human beings. But 
as society made progress, human wants increased ; man began 
to make efforts to devise ways and means of increasing pro- 
duction to satisfy his fast- multiplying wants. In this attempt, 
be bit upon the division of labour. It was. realised that pro-, 
duetton ■ could be increased and more wants satisfied with 
• the same amount of labour if each man was made to produce 
the commodity for the production of which he was best^ 
fitted ; and to exchange his surplus commodities- with the ' 
..r^urplus commodities of other persons, which -he required.. 
Vor instance, if a man was expert as a carpenter, he was to 
liiake chairs ' and tables ail the time ; and to exchange his 
surplus chairs and tables for food, cloth, and other articles 
of his requirements produced^ by other persons. Society was 
thus split up in a. number of occupations, and division of., 
labour was thus introduced. The advantages of this in- 
vention were so great chat it was not , only extended in its 
scope but its form was also made more complex and far- 
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reaching, as we shall presently study. Division of labour 
has become a very fundamental characteristic of the mo- 
dern age. . 

Two conditions must be present to make division of 
labour possible. Firstly, labourers must work in some son 
of co-operation. Unless there is a group of labourers, ttm? 
cannot obviously be divided. A single worker is incapaWe 
of .division. Secondly, the exchange of art'cles should be 
possible. If division of labour is introduced, a , man wul 
produce one or a few commodities o.nly I and in order to 
obtain other article for his consumption, he will have to 
exchange his surplus output for the required articles pro- 
duced by others. Co-operation of labourers precedes ana 
the system of exchange follows the division of labour, . - 
Forms ol Division of Laboar - * 

The following are the stages or forms of division of, 
labour : - ’ " 

fl) Division into Occupations and Professions. In this form 
of division of labour, workers are divided into various groups 
according to the occupations or professions which they are 
best suited to pursue. For instance, some persons may ^ become 
cultivators, some weavers, some house-builders, some fisher- 
men, some rope-makers, some doctors, some teachers and so 
forth. This form of division of labour according to occupa- 
tions is known as Occupational Division of Labour.. -Under' it ? 
labourer specialises in a particular occupation to the exclusion 
of other occupations. - . ' • 

Occupational division of labour was the first to appear 
on the scene. It appeared at an early stage of economic 
development. 'The assignment of separate duties to men 
and' wpmen or of special functions to the king the warrior, 
the^ priest, the medicineman (thus giving rise to certain 
social classes) are examples of this form of division of labour 
in toe primitive society. A. very good illustration of occupa- 
tmnm division of labour is the caste system prevalent among 
the rnndiw, accordina to which the society is split up into 

Brahiiins, Kshatrivd^, Vaishyas 
and ohudras, each -entrusted with definite functions. " 

(2) Divipon t,ito Complete Processes'. THe'next'step’in the 
evolution o,^ the 'division of labour was the breaking up of 
each occupation into a number of complete prdeeVses involved 
in the preparation 'of 'an ' article', and' the 'sub-division 
^ lapputers' into the corresponding number of -groups. 
This 18 known as Division oi ' Labour _ into Complete 
rtocesses. bach group _ of labourers and ea'ch ' member 
thercot devotes himfecif, ' under this form of ' division 
of labour, "only to one complete pfoces^s. ' The' produce 
of ode group of labourers is only a semi-rnantifactured article 
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which passes on to the other group for the next operation, 
and so on till it takes the final shape. In an American leather 
factory, -for example, shoe-making is divided into 80 different 
processes ; and labourers of such a factory are divided into 
80 groups, each entrusted with a particular process only. 

The division of labour into complete processes arises 
late in the history of human progress and is the second stage 
in the evolution of this phenomenon. This is the result of 
considerable increase in human wants to satisfy which the 
extent of division of labour has to be pushed further ; 

(3) Division} into Incomplete Process. With the introduc- 
tion of machinery and factory system, and multiplicity of 
wants, division of labour is pushed still further. Each process 
is now sub-divided into various incomplete processes. La- 
bourers at«f accordingly divided Into different groups, each of 
which is made to devote itself to one incomplete process only. 
The work of each is 'merely a contribution to some joint 
result (semi-manufactured or finished product) from which 
it cannot'be separated and apart from which it has no value. 
Obviously the worker now devotes himself to a still smaller 
part of the finished article than under the second stage of 
division of' labour. 

(4) Territorial Dwisiott of Labour or Localisation of In- 
. dustry. The division of labour into sub-processes is associated 

with the localisation of particular industries and callings in 
certain regions. Industries tend to localise in a particular place or 
region mainly due to some favourable geographical, geological, 
climatic, economic or political conditions found there. Due 
to the localisation of the industry, labourers of that ''place also 
acquire special skill in the processes or sub-processes of .that 
industry. Thclavailability of such skilled labour is an im- 
portant cause of localisation. The localisation of industry 
is a form' of division of labour and is called territorial division 
of labour. 

Simple and Complex Division ol Labonr 

Division of labour is sometimes classified into (1) simple 
division of labour, and (2) complex division of labour. 
“Division of labour is described as "simple when two or more 
men working in the same way, co-operate to perform a 
"^neie task, too expensive, difScuIt or burdensome to be 
^ carried out effectively by one man alone, such' as mowing 
nc ploughing of field, lifting heavy goods or hoisting sail’ 
nf a ship. The division is described as complex when 
° fh man or a group of men undertakes a specialised 
f'^nction which is contributory only to the final result ; in 

r words, when several persons or groups co-operate -to 
°^”duce some result by each undertaking some contributory 

o- for example the complex division of the cotton 
part, as 

industry* 
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The use of the term simple division of labour^ in the above 
sense is hot free from objection. It is, strictly speaking, not 
a form of division of labour at ail. When some labourers 
jointly do a piece of work, each working in the same way, 
they are not divided. They v/ork in co-operation ; but this 
co-operation of labourers cannot be called division of labour. ^ 

If we want to retain the use of the terms simple division 
of labour and complex division of labour, we may us® the former 
in the sense of occupational division of labour while trm latter 
may be made to refer to the other three form; of the division 
of labour. 


Advantages ol Division of Labour 

Division of labour results in an increase in the produc- 
tive capacity of labourers. This increase in productive power 
is brought about due to the following factors * 

(1) Gain in Aaaptalion The great advantage of division of 
labour is that it makes possible the division of labourers into 
various groups according to their level of intelligence, physical 
strength and natural bent of mtnd ; and the alloeatlou to 
each of them of the task they are best fitted for, Consequent- 
ly the waste which sometimes follows*due to the employment 
of skilled men to a job which could very well be performed 
by semi-skilled or even unskilled labourers ; ot the employ- 
ment of a less skilled man for a highly skilled work, are 
avoided. The capacity of each man is applied to the best 
advantage. 

(2) Gain in Skill, Another advantage of division of 
labour is that it requires the labourer to move hts muscles, 
brain and eyes in one particular manner all the time he 
works.; consequently his limbs become ' automatic, quick and 
precise. The skill of .a roan thus Increases through constant 
, practice and specialisation. In the absence of division of 
labour, a labourer would be a Jack of all trades and probably 
master of none. 


- ( 3 } ^C' eased Use of Machinery, The division of labour 
brings about a minute sub-division of productive ■'processes. 
The sub-processes become so simple that many of them can 
be done ,by a machine. Division of labour .thus leads to^an 
extensive use of machinety. Machinery increase output at 
lower cost pet unit, diminish the strain jOn -labourers and 
bring about other advantages which have already, been dis- 
cussed. - 

(4) increase in Number of Inventions. Inventions of 
roaebinety, which are labour-saving devices, owe their origin 
to the division of labour. This is due to two reasons t 'firstly, 
each work is divided in so -minute and simple processes that 
the scope for inventions becomes large. Secondly, when the 
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labourer work<» on one machtn'e all the time, he gets the 
occasion for thinking out the improvements that’ can be made 
in that machinery. 

(5) Economy of Implements and Capital. Under division 
of labour each labourer is engaged in one operation only and 
requires a fevr specialised tools which are constantly used all 
the time. Implements and machinery thus find full employ- 
ment. Again, since, he possesses only ■few implements, he 
rakes proper care of them and is not likely to lose them, 

(6) Improremenf in the Quahty of the Product. Since the 

finished product receives touches at the .hands of master 
craftsmen, all specialists in their particular work, its quality 
is bound to be excellent. ’ 

(7) Reduction id the Period of Apprenticeship. Division 
of labour brings about a subdivision of production into 
simple sub-processes and each labourer is required to engage 
himself only in one sub-process rather than in the entire 
production. Therefore, he has to learn raerelv a part of the 
■work and the period of his apprenticeship becomes short. He 
saves time and money as a consequence. 

(8) Saving of Time. Being engaged only in one operation 
under division or labour, a labourer is not required to move 
from one place or task to another place or task every now and ' 

"then or to put down one tool and take up another. The 
' time which is lost in changing work, place and tool is' thus 
saved. 

(9) Saving of Skill. Since the labourer is given the task 

for which he is best fitted, his capacity is used to the best 
advantage and his skill is not‘,wasted. He is also relieved 
of much monotonous and cheap work which can be performed 
by women and children and in some cases even by the crippled 
and the blind. ' . ‘ 

* ‘ w - j 

(10) Increase in Mobility. "When the processes of pro- 

duction are minutely divided and siib-divided, they .become 
very simple and similar to eacli other. Ic becomes easier for 
the labourer, then, to move from one occupation to another. 
Mobility of labour is thus increased. ' ^ ‘ ' 

^ - . (11) Expansion and Diversification of Occupations. The 

' invention and use of new machinery open fresh avenues of 
employment. Employment as a whole increases ; and even 
women and children and partly disabled persons get some 
work. ^ > , , < 

(12) Other Advamayes to Labourers. Besides these ad- 
vantages, labourers gain in other torms as well. Division of 
labour is possible only when a large number of workers work 
together. Labourers thus come into contact with each » other 
and begin to feel a sense of unity -and common interesr. < They 
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form trade unions and fight for a reduction in the hours- of 
v?ork and an increase in wages, and try to improve their con- 
ditions in other -ways. 

(13) Effects on Production as a Whole. The ultimate 
effect of division of labour on production as a whole is that 
‘the output is increased, both in quantity and quality, and is . 
obtained at a comparatively reduced cost per unit. 

Disadvantages of Division of Labour 

The imposing advantages of division of labour should 
not lead to the ignorance of its disadvantages. Its . disadvant- 
ages can be grouped as : ia) direct ; and ({>) indirect. 

(A) Direct Disadvantages - - 

(1) Loss of Efhciencit and Responsibility. Specialisation 
narrows down one’.s mental outlook, A labourer is •required 
to do and know about only a part of 'work ; he does not 
usually know more than that. The’ range of his usefulness 
is also reduced. He has to repeat , the same simple process 
days in days out and thui becomes an automaton.. It is, 
indeed, a sad confession for a man to make that during his 
whole life he has done nothing more than fashioning the head 
of a pin or sharpening its point 1 Moreover, since the raw 
material passes through several hands before it is "'finally 
finished, no labourer can be made responsible for the excel- ^ 
lence of the article -as a whole. Labourers lose the sense op.- 
responsibility since' their responsibility cannot be fixed not 
can their irresponsibility be detected. 

(2) Loss of Interest. "When a man manufactures one 
whole ' article, he takes pleasure and interest in preparing it. 
The beauty of the article pleases its maker, brings credit to 
him and gives him the satisfaction that his work has brought 
joy and satisfaction to others. But ■when he is made to 
'work in a factory, in a scheme of mass production, where his 
contribution cannot be located, he loses interest in the job. 

{i) Idonotony. A labourer' who performs the same task 
sll the timb he works, begins to feel monotonous. The ‘feed- 
ing of a printing machine or the folding of a newspaper and 
doing nothing else is certainly a dull business. Monotony 
gives rise to industrial fatigue, mmd-wandenng and day- 
dreaming, which reduce the efficiency of the labourer and_i,, 
his output. To do away with this monotony labourers are"^ 
sometime allotted different kinds of work. 

(4) Employment of Women and Children. Division of 
labour certainly gives employment to women and children, 
but very often the task is too arduous and laborious for 
them and seriously injures their health and hinders their 
growth. This is a matter ot great national concern, since 
weak mothers give birth to weak children ; and weak children 
turn out to be weak .men of tomorrow. 
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(5) Loss of Mobility. If a workman is engaged in doing 
only one kind of work,' he may remain fit for no other occupa- 
tion. The mobility of labour may thus be seriously curtailed. 
But, it must be pointed out, if division of labour is carried 
to a fairly great ■ extent, the ' -processes and sub-processes 
of different industries may become so simple as to be almost 
^alike, in which case the mobility of labour may increase. 

(B) Indirect Disadvantages 

Division of labour also brings about ccttain indirect 
disadvantages. Associated as it is,, with the working together 
of a large number of labourers in a factory or a mill, it gives 
rise to all the disadvantages of . factory system, like the over- 
crowding of towns and the loss of personal contact between 
the employer and the employee. Working in group also makes 
a labourer dependent upon other labourers. If a man is absent « 
and one part of the job is stopped, the entire production may 
come to a standstill. 

Obviously, the advantages of divisions of labour far 
exceed .the alleged disadvantages. Steps have been taken by 
enlightened organisers to reduce these disadvantages to the' 
minimum. “Short hours, leaving more time for leisure ; rest 
pauses ; welfare schemes involving the provision of rest 
rooms, reading-rooms, diningWooms and playing fields ; co- 
partnership arrangement and profit sharing schemes, these 
are among the methods now being widely adopted to restore 
to the workers some measure of responsibility and’ to counter-^ 
act the effects of routine and monotony.’’^ ' / ' 

Limitation ol the Division of Labonr 

Adam Smith, the Father of modern Economics, has 
treated the subject of division of labour with an ability and 
perfection which has never been equalled. He mentions the 
following limitations of the division of labour ; 

(l) The Nature of Occupation. The extencto which the 
division of labour can be carried depends upon the nature of 
occupation for that determines the number of processes and 
sub-processes involved therein. There is, of course, a limit 
beyond which the sub-diyisidn of processes' cannot be carried. 

{!) The ^Extent of i Markets. Whether the division of 
>>toour can be carried to the extent tendered possible by the 
’ > ature of the industry, depends upon the extent of market. 

If the market is great, the division of labour also rends ro 
be carried to an advanced stage. If the market, on the other 
hand, is small, division of labour must be little. 

<3) The 'Machinery of Oommerce. The extent of the 
market is determined by the machinery of commerce, the 
facility transpo rt, the banking system,' and the like. In 
' of p. ifO. J . ' 'i ' 
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order to be able to trade, people must be able to communicate 
with each other, to send goods cheaply and quickly, to receive 
and pay money satisfactorily, and so forth, 

§ 2. THE LOCALISATION OF IMIUSTBIES 

There are certain regions or districts which possess, 
special advantages conductive to the development or a 
particular industry or industries. Attracted by these favour- 
able factors, industries tend to congregate in such regions 
and districts, till their names become associated with those 
industries. The tendency of industries to congregate at one 
particular place is known as localisation of industries or the 
territorial division of labour. Good instances of localisation 
of industries in out country are furnished bv the jute industry 
•which is localised in the neighbourhood of Calcutta ; 
and dyeing industry which is localised in Farrukhabad ; 
glass and bangles industry centred in Firozabad i the c(^ton 
textile industry associated with Bombay and Ahmedabad ■ 
sugar industry of U. P. and Bihar ; and iron and steel industry 
in Tatanagar. 

"When a factory is newly started, the organiser has to 
determine its locality. To arrive at the right decision, they 
possess full knowledge of the places where that industry M 
localized or can be localized. After a careful consideration 
of the relative advantages of various places from the point 
of view of availability of raw materials, skilled labour, good 
markets, means of communication and transport, and so 
■forth, he should locate the industry at the most favourable 
site. The correctness of this decision is very important and 
determines, to a fairly large extent, the succcss^ or otherwise 
of the venture. Usually it .'happens that organisers in the 
same mdustry select the same centre or district for the 
localisation of their factories and thus tend to gravitate to 
the same region. 

Causes ol Localisation 

It is interesting to investigate into the causes which 
attract organisers to the same place ; in other words, which 
lead to the localisation of industries. The more important 
of such causes have been mentioned below : ■• T 

Availahiltty of Power. The most important cause of 
me localisation of industries is the availability of power. 
Coal is perhaps the most impoitant source of power at the 
present time. It is not economical to carry coal over a long 
distance because it is cheap in proportion to its bulk and 
cannot, therefore, bear the cost of long transport ; consequent- 
ly industries tend to be drawn to coalfields. In recent times 
hydro-electric power has acquired prominence. Hydro-<Icccric 



341 


nivffiios 01- 

cbMP P""" , . _/ba„ 

^ogsib\c* - 1 jf ^ _i_«if nbscric 


S§=i=- ■■■^ , R.. sr:b«p=« 

■ ®' ^ tpStots of rfrsr *' 'f ‘gj ”of 

tnateria}6 . induct V . resul impo'^" 

industries. ^j^nagar ?« is a matter of economic- 

*^° ^vXex*i ^rt^to be found. industry 

lS.d^vh«efo'«'* „l,=lp.lo'’’""°'' , c.„.m=. 


six'p ;„ 

t r. i conseque°“V ^ cotton 

non of industries. 

localisation 



342 


raTKOPOcrriON to eoonomios 


have recently been started in otir country into the interior 
at the places of their actual demand. 

Availahlity of Means of Transport and Communications- 
The disadvantage of distant markets is reduced if cheap, 
quick and easy means of transport and communication ate 
available ; consequently an industry may be localised at a place 
remote from the markets if efficient means of transport exist. 
The importance of means of transport to the localisation of 
industries can be better appreciated if we realise that a large 
percentage of the total manufacturing cost is made up of 
transporting charges of the raw materials to the factories and 
of the finished products from the factories to the markets. 

(8) Accessibility of Markets. Markets should not only 
exist in ’ the ge^raphical sense but should also be available 
in the economic sense. The accessibility of markets implies 
that the putchaaets in chose markets should have the demand 
for the goods ; the competition therein should not be prohibi- * 
tive ; and there should not exist very high import and export 
or octroi duties which check the movement of goods. It is 
interesting to note that the import of motor cars and lorries 
into India is subject to high import duties but the import of 
motor accessories and parts is not so liable ; consequently 'the 
Ford Motor Company has esrablished several motor factories 
in India, which simply fit the parts imported from America 
and sell complete lorries, thus effecting a saving in import 
, duties. 

(9) Miscellaneous Causes. There are various miscellaneous 
considerations also which favour the localisation of industries- 
The' availability of water for factory use and of cheap land 
are some of the instances. 

Advantages oj LocaUsation 

The localisation of industries in any particular region 
is a matter of great advantage. The following are the import- 
ant advantages thereof ; 

‘•i^ld'''^rau^h of Skill. When an industry is localised in a 
place, the labourers of chat place acquire special skill 
in that industry. The skill once acquired becomes hereditary 
and is passed on from father to son. Small children daily 
8^ the work that is done in the factories and through constant 
observation, helped by natural aptitude, learn the intricacies 
or trade in no time. 

(2) Groinh of a Local Market for Skill. Localisation 
gives rise to a local luMkct for a particular kind of skilled 
labour. ^ organiser of a new factory in chat line can find 
skilled labour m that market, while the labourers skilled in 
that line can hope to find employment there. Not only does 
the labour* become specialised, but specialised machinery also 
makes its appearance. Localisation coabies the introduction 
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of a , minute division of labour, co-operation of a large num- 
ber of entrepreneurs in matters of common interest, and a 
keen .sense of competition in productive efficiency, all of 
which lead to the invention and use of highly specialised 
machinery, 

{^‘^■'ReputMton or Good-will. When an industry is local- 
' ised m a particular place, the products of that place earn a 
reputation or good-wiU for themselves, so that the articles 
manufactured there find a ready market. Dacca muslin and 
Lucknow chintzes (chtnt) are celebrated even up to this day, 
and find more willing purchasers than the products of other 
regions, ^heffi^d cutlery, is still preferred -to several other 
types of Mmilaf^addC'^^ 

(4)vGrow)tJi of SiibiidMry Ivduitries. Near the industrial 
centre, many (subsidiary industries tend to grow. Thus the 
iron and steel industry generally leads to the establishment 
of cement industry because the slag, which is the waste pro- 
duct of the iron and steel factory, happens to be the raw mate- 
rial of cement industry. 

' {SX'&fbwih of Supvlementary Industries, Localisation of* 
industries also -leads to the development of supplementary 
industries which provide employment to the women and chil- 
dren of ' the male labourers. Centres of heavy industries 
usually become the centres of silk industry because cheap 
labour of women and children is available there. 

( {^Growth of Machinery of Commerce. An industrial centre 
bec'bmes a bee-hive ot commerce. Huge quantities of raw 
materials or coal pour in daily, and large amounts of products 
are sent out regularly. Trade on such a large scale requires 
the growth of machinery of commerce, which is brought 
into being. The centres where industries are localised have 
efficient means of communication and transport, banking 
organisation and capital market, all of which are valuable 
national assets. . > 

DisadvMlages' oi Localisation 

Localisation of industries which has so many advantages 
is also the cause of several disadvantages. These disadvanta- 
►^es arc enumerated below : 

' (1) Narrow Development of Human Shill. Localisation of 

industries causes the demand for certain type or types of 
skill. The labourers possessing such skill hardly get the time 
to develop other aspects of their mtelligence. Localisatioo, 
thus, narrows the intelligence and skill of mind, k also 
imposes a Umit to the mobility of growing .population. The 
population of a centre where cotton textile industry is localised 
may not be able to emigrate because it can do no other worj:, 
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(2) Risk of Widespread Economic Suffering. Localisation > 
makes an. industrial centre almost solely dependent on 
dustty. It may have to suffer seriouslv if that industry faces oaa 
times. During the depression, profits may be displaced oy 
losses ; factories may close down ; labourers may be throxyn 
out of employment and may not find other sources of earning ^ 
a livelihood. 

(3) Evils of Industrial Centres. Localisation is often ‘associa- 
ted with the physical, economic, moral and social evils which 
grow unchecked in factories and in industrial centres- 

Remedies 

The above disadvantages of localisation can, hf'wever, be 
remedied. The risk of one-sided development of human 
skill and wide-spread economic sufferings can be protected 
against, if more than one industry is started ^ at one centre. 
Localisation itself partly supplies thisremedy in the form ot 
the development of subsidiary and supplementary lindustties 
Remedies for the evils of industrial centres have already been 
discussed - 


TEST QUESTIONS , , 

1. "What do ^ou mean by dWirfon of labour ? Whai are the ^hief require* 

ments ol divi&ioo of labour ? — -e ^ 

2. Describe the chief forms of dirisiun of lab'^ur. 

3 Write a note on ‘«imple and complex divisi'^n of labour,* 

What are the advantages and disadvantages of division of labonr ? 

5. Explain the nteaning of localisation of indU'irics. What are its causes ? 
Give Inoian illusttaiions. 

6 . Describe the advanlaijes and disadvant*»ges of localisation “j indu'^lrie*^ 


EXAMINATION QUESTIONS 


U. P- Board 

^ 1. What is meant by the division of labour into {a) Complete processes, 

(6| incomplete processes ? Briefly sU.te the advantages of division of labour. 
A., J944> 


2. What b meant by division of labo^jr ? Discuss its advantage^ and 
disadvantages 1 ^l, l^ , 1942) 


> j understand b> ‘division ol labour’ applied in modern" 

jndnniy ? Ducuss \is economic and social consequences. (1. A , 1938) 

c. Carcftillj explain division kX labbUr. How docs it arise? What arc 
Its advantages i Give examples. {I, A., *954) 

5. Wri'e an explanaton' note on tetritomi division of labour. (I- 

•93-) 


6. Whal is nicant by ‘divivioo of lab-.or.* 
ni'ansof eiaraples. (t. A., 1931) 

7. Catelull> explain the division oi labour 

examples- i*. • *9JS) 


lliusirate its viticils forms by 
IIovV docs rt arise I ‘ GiVc 
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8. Wbat is meant by divtilon of iaboai ? What ate its advaotages. 
Describe. (I, Com., 1945) 

9. Discuss briefly the advantages and disadvantages of division of labour. 
What are the Limitations of Division of Labour ? (f. Com,, 1942) 

10. Discuss briefly the advantages and disadvantages of division of labour. 
‘The division of labout is limited by the yxtent of the marhet.’ Explain. 
(I. Com., 1938) . ' . i 

Raiputana Board ' 

1. U it true to say that division of labour increases iipmobllity of labour ? 
Show how division of labour is limited by (b) the extent of the matket and ( 6 ) thp 
nature of the employment, CarefuUy explain your answer. (I A , 1944) 

2. Wbat causes lead to the^ localisation of industries ? rifustrate your 
answer with reference to industries localised in India. (I. A., 1938) 

3. Explain fully the advantages and disadvantages arising from the 
introduction of division of labout in production. ( 1 . A., 1934) 

4. Clearly explain Division of labour. How does it arise ? What ate its 
advantages ? . Give examples. {I. Copr., 1944) 


Patna University , ' 

I. ' Slate the causes leading to the localisation of different industries. 
Illustrate some of the consequences of such localisation by reference to industrias 
in Bihar. (Patna, Com , 1942, Annual) 

•c 

Other Esamining Universities 

1, Is it correct to say that “the extent of the market is limited by thp 
division of labour.” ? Give your reasons. (LA., 1934) 

2, Is division of labour necessarily beneiicial ? (Punjab, I. A.j 1934) 

3, What is localisation of industries ? Study its causes, (Punjab, I, A,, 
1932 and 1936) 

4, Explain arid illustrate the assertion that the division of labour is limited, 
by the extent of the market. Point out the benefits resulting from widely extended 
markets ; point out any drawback. (Punjab, I. .V., 1930) 

5, Wbat different forms of division of labour do you find in the urban 
and ratal areas of Dc}hi 7 Discuss the statement. _ 'yust as the extent of market 
limits division of labour, so does division of labour limit tfie extent of the market.’' 
(tielhl, I. A., 1934 ) 

6, ^ Describe the advantages and disadvantages of division of labout and 
show how it is related to production on a large scale. (Delhi, I. A , 1930) 
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‘ chapter 4i 

THE SCALE OF PRODUCTION 


. The advantages which a large barioess h«s over a srrall one are ' conspic®^' 
in tnannfaccure. But there Is a strong tendency for large eslablishnient to diwt 
out "snail ones in many other indnstties ; in particular the retail trade is being 
transformed iand the shcplceeper is losing ground daily. — Marihall. 

The size of business undertakings has greatly • increased 
in recent times. Production * on a large scale is a - vety 
important feature of modem industrial society. Formerly 
■we purchased our shoes from a petty chamar and ' cloth ft<^ , 
an ordinary weaver; but now these , articles are supplied by 
big factories like the Flex and Bata and gigantic cotton mills 
of Bombay and Ahmedabad. “The typical unit of production”, 
says Hobson, “is no longer a single family or a small group 
of persons working with a few cheap, simple tools or small 
quantities of raw materials, but a compact and closely 
organised mass labour composed of hundreds of thousands 
of individuals, co-operating with large quantities of 

expensive and intricate machinery through which’ pass.,^ 
a continuous and mighty volume of raw material 
on its journey to the bands of the consuming-public.” 
■When production is carried with large quantities,' of taw 
materials, large amount of capital, large labour ■force,Targely 
efficient organisation and large risk, it is called ‘large scale 
production. When the factors of production, are small in 
quantity, the scale of production is said to be small. , , 

The instances of large scale production in' our„ country 
are the cotton textile mills, sugar nuIls,‘'iron and'steel com- 
panies, railways and other big undertakings. The ’examples 
of small scale production ate the village weavers, iyiondsaries, 
black-smiths, workshops and bullock-carts. In all the countries 
of the world large scale production and small scale produc- 
tion exist side by side, though the former is making progress 
steadily at the cost of the latter. In India large 'stale pro- 
duction is making slow but certain progress. 

It is natural to enquire at tbis stage into the causes of 
increase in the scale of production. These causes are the 
advantages and economies which large scale production brings 
about. 


§ 1. ADVA2;TAGE8 op 1,aBOE scale PRODUCriOK 
Large scale production U more economical than small 
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scale production. In other word?, the cost of production per 
unit is generally less when the scale of production is large 
than when it is small. This is the result of the various 
economies which are made available when the scale is large 
and which do not arise when the scale is small. Such econo- 
mies can be divided into two classes : (1) external economies ; 
and (2) internal economies. 

1. External Economies 

Economies which result due to some external , factors 
operating from without and have no relation to, the internal 
organisation of production are known as external economies. 
.External economies are enjoyed by all the firms in the same 
industry in common. Development of means of transport 
and communication, facilities in advertisement, advantageous 
localisation of industries and such other privileges can be 
included under it. When the scale of production is large, the 
sources of external economies grow up in plenty and external 
economies appear as a consequence. 

2. Internal Economies 

Internal economics result from the efficiency of the 
internal organisation of particular firm which enjoys them 
exclusively. They .have relation to the administrative, 
technical and commercial -spheres of business. There ate 
classe-s"' in which the expenses .of a factory can be divided 
and in respect of which ' economies are made. These are : 
(1) preparatory expenses : (2) manufacturing expenses, and 
(3) distributory expen.ses.^ They have been detailed out in the 
tollowing table’ 

; * ' INTERNAL ECONOMIES 


Heads of expenditure 


‘ * t 

Economies 


1. Preparatory Expenses 


1. Manufacturing Expenses- 


(3) Distributory Expenses 


In the purchase of raw materials, 
fuel, machines and tools and 
transport services. > ■ 

(a) in the engine room - ' • 

(fc) In the workshop. 

(c) In the utili-sation of bypro- 
ducts. 

(d) In the packing department, 

• and 

(e) In the office. 

(а) In transport. 

(б) In agents, travellers and ad- 
vertisement, and 

(c) through reduction in fluctua- 
cions in demand. 


la. fsjon. Tit Scfntf^ts 0/ Ererydaf life. 
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in such a case the goods produced will not be sold at 
For instance, the Bombay cotton mills produce cotton good! 
on a very large scale simply because there is a very 
market for these goods ; but the , vegetable-growers round 
about Bombay produce vegetables only in small fields adjacent 
to the city because the market for vegetables is limited in 
respect of locality, customers and time — vegetables can be 
sold otiiy in Bombay, to the people who make their purchaMS 
in that city, and the very day they are brought from the field! 
lest they might rot. 

Besides the extent of the market, its stability is also an 
important consideration. If the'demand for an article is not 
constant but uncertain, in other words, if it is quite large at 
one time but very small at another, it will • be a mistake to, 
start big factories, for Ita production. 

(3) Tfie Nature of the Organisation. A limit to the 
largeness of the scale of production is also imposed by the 
efficiency of organisation. This is the most important limita' 
tion of large scale production.' Organising ability of a man 
being limited, there is only a particular scale of business which 
he can efficiently organise ; if the scale of business is increased 
beyond this limit, the efficiency of the - organiser diminishe! 
apd the production becomes uneconomic. 

§. 4. SUAIiL SOAIiB PRODUOriON 


"When production is carried on with small quantities 
the different factors of production, the scale of production! 
is said to be small. In modern days, production has a tendency 
of being Instituted on a large scale ; but still, small scale pr^' 
duction persists with great vigour. ' “ • ' 


, The causes of the persistence , of small scale production 
in (t);the nature of certain occupations no 
which small scale is best suited ; and (ii) the advantages oi 
small scale. 


^ Which small s6ale is 

ul,. personal attention and cate 

m * tnostly conducted on a small scale. 

ate artistic excellence 

^ handicraftsmen who produce them on stn®^ 


Mi. KtsSci” o”r.srii • ‘ 
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true thot wc often Hear of big mechaniied farms but they 
arc not big as compared with mammoth factories. 

(e) Industries in the experimental stage have to be run 
on small scale. . 

' ’ (f) Handicraftsmen, who want to remain independent, 
work on a small 'scale. ' ■ • . - 

(ij) The following are the advantages of small saale pro- 
duction': ,• . ' > 

(a) Firstly, the master can keep a close watch everywhere. 
His foremen or workmen cannot afford to shirk the duty. 

(bj Secondly, he saves much of the book-keeping, and the 
elaborate system of checks which are essential inthecase'of 
large establishment.' , ' •• ”.. . - 

(c) Thirdly, the relations between . the master and his 
servants are very intimate and cordial ; and there is rarely any 
occasion for strikes or ‘lock-outs'. 

The chief disadvantage of small scale production is'that 
it cannot take ndvantagei of the various . economies .which 
• are available in the case of large scale production, Moreover 
difficulty is faced if the commodity of a standard type has 
<to be produccd-.ln .bulk. -In other wprds, it is, unsuited for 
mass production. t.- 

■ Hbwc’p’cr, the ' disaffvaritagesl of small * scale production 
have been j appreciably reduced, , by, a number of factors. 
Firstly, the ; small scale > producer;, .shares the advantages of 
external economics which are constantly increasing in import- 
ance. Secondly, the advantages of research, new Jmo'des of 
production, .etc,, which were so far available .to,, big producers 
only are now- available to 'small producers .as well. Tn all 
i^atters respecting trade .knowledge,'' newspapers and trade 
and 'technical' publications ' of all kinds' are perpetually scout- 
ing for him and bringing him much of the knowledge -he 
wants., 'Finally, ■ the small.,’ machinery' Kayo ‘been- invented 
for "the behefit of smairistale product; which' c'a^i^be operated 
by electricity. ,, They hove" greatly . improved Kis loJ and grant- 
ed him a fresh, lease; of Ilfe.,n,;; 

t t ' , I, 

TEST QUESTIONS 

, - ... 

1 Wii’at do you mettn by iarge'scule production' ? 

;<% ‘t • s .<-."1. .) ,1. 

2. What are the advantages and disadvantages of large scale production ? 

3. 'Small scale production - has advanUgefi'- as 'well ’as disadvantages,’ 

Elucidate this statement .with .refe/ehce to .the 'aitvSntages and disadvantages of 
smalt scale production.! ‘ - 

45 
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also be large for which railways and steamship companies 
quote specially low rates. If the goods to be sent to a certain 
place happen to be enormous in quantity, the producer can 
very well have his own railway trucks which can be loaded 
up in the factories and drawn by his own engine to the 
nearest railway siding and attached to the train. 

{b) Agents, Travellers, etc. Similar economies are made 
in the cost of agents, travellers and advertisement, 
in the case of large production. “The advertising appropria^ 
tions of large organisation reach almost stupendous figures, 
while their sales are promored by numerous travellers and 
sales agencies in every part of the world. Small scale enterprise 
docs not provide a sufl&cient margin to justify such expendi- 
ture nor is there usually sufficient capital on its disposal to 
make possible such outlay.” 

(c) Reduction in Fluctuations in Demand. A large concern 
is also not subject to the inflioences of fiLuctuntions in the 
market demand to any great extent. A large undertaking 
employs very experienced, and able men whose forecast about 
the future of the market are very correct. The head of a 
large firm leaves the work of superintendence and general 
organisation to his subordinates and devotes . himself^ ex- 
clusively to the trade problem. Marshall aptly writes, “The^ 
head of large business can reserve all his strength for broadest 
and most fundamental problems of his trade ; he must, indeed, 
assure himself that his managers, clerks and foremen are the 
right men for their work and are doing their work well, but 
beyond'this he need not trouble himself about details. He 
can keep his mind fresh and clear for thinking out the moor 
difficult and vital problems of his business ; for studying- the 
broader movements of the markets, the yet undeveloped 
results of current events at home and abroad! -and -for con- 
triving how to improve the organisation of the internal arid 
external relations of his business”. .... 


I 2. D1BadVAiitaQE3 op IiABQE'SOAM; 

3 . ' ‘ 


PBODUOTION 


3 . ' ' “ 

scale production has a large number o 
tagc!,. It is not free from disadvatitagcs. ' ‘ , 

the miscalculated, and .production, exceed 

aricet demand, great loss is incurred. _ 

not remt^ ^c^ween'. employers arid ' employees di 
each other tney .often come into clash witl 

smooth series and lock-'oub often stop thi 

mechanism of national 'commerce.' 

canno? be productibti' whicl 

e carried bn satisfactorily on a large scale ; fo 
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tKAMlNATION QUF.<^TlO;iS 

O. P. B©*rd . 

p«c.ib« Ike »d«r.tn:r. r( ofcP. 

In TOOt (.pinion,- c*n l» «dT»nu*eeM*tr f «.eWl->t 1 In !'•« ^ 


IniJwlries, In yoot opinion, 

^ 'a^Wkst >te tko cMef sUrtnUpM »fMnc oat «f Urrf e«»5e ' 

Wknt »te it* limkatloni. 0- ^•. *<>39) , 

3, WhM »te tbe stirs ntapct »r,tt (!!»M)irtr,l»(;o* of l»r/o *e*le 

Ditcon ii» eWt! llmiisliors. (I- A,. 1935) ^ ^ 

4, DiicnH tke sdrsntftjej »na JlKilractar'* o-' pJ0t!sn<*«n 

jc&le and prrducUon on » iwrll ie»lr. Which forra of j-tn-lstUon »n9.‘l Jo® '*> 

to tee dcrrlopetl in ocr o»D co-Jntn- »rij why ? G- A , !933l 

' 5. Ditcnst hrieflj- llv stlrantacM »n.l dlia-lrantae-* c* the tfowosfc 

ot prodBCtion at corttpared to the factory ayttem / ( pfwlBClioB, Illsitr&tt 
antv-er by ir-tart a< Indian e*airrp<e» of ll--te tti.. tyjva of po'^ott. - 

(I. A^ 1931) 

6. Mention the main bcr.'Rtt and llcdtaliooi of lar.-re tcalt prodoet^f 
In jotit arswet refer to Indian indottriet. (I. A.. 1930) 

' 7, What are the chief adrantapea arising out of Urge tcale prirfoc'-ijt 
Indicate Itt litaltatfona. Cite eaampl'a. (I. A., tniSi 

8. nittuti the advantapet of Utp.e acale ptoJnetion. (I. Ct'ns , 1941! 


Ra)pntsn& Ooajrd 

1. Wbai ate the limilationt to latKe-tealc presfnelion f lllaitiale T®*’ 
aniVer with reference to Bjjrfcnftnre. (1. A , tfUS) 

si Cotnmenl opon the taeriU and dtarcbacVi of Isrpe-tcale pro-Jsctt.-" 
tl.A.,t94a> 

• 3. Indicate the chief economlea that an entteireneor tan rVtaln f”*' 

Internal resonrcea In an indottry* 

To what degree Is he dependent nponealcmal economlet for the cosdof*®' 

Wi cctfiTpme. EitpUm, (I A., 1942) 

4. Conimrc the advantaget of Urge scale and siaall scale farming, WKitb 

of Iheie do yon contidet aoltaWe In the cate of India ? (f. A., 1939) ' 

(1. A„^l93^r’“*'' “'"I ^l»»>5»«ntagc5 of large tcnle ptolorfion. 

6. .tajdain the advantj^s ol prodocUon on a farce acale -IIow 
cheap means of tramportatfon help ptodncUon on a large .cal?' (I A I93S) 

-factma’wbir^ar^'or^ "the*’,! ^ 

- G* A-. 1934). ^ organlsatron of « jn led'*- 

can sfeh Srtuge' Inrge.scale fanning. .15®’, 
(I, A , 1945^ IFor o.n answer, consult Ch. 27, gsj ^ s^nall holdings in 

and prodoction on a small tcMei'* ° j ptoduction on a large scale 

developed in India and why ? tl. Com., 19^3) * P*°°“ctlon would yon like So sc5^ 

Other F.saiml n ing Bodias 

drive '® R«=®‘ that It sh(»utd 

not to. Eiplain. (Pnnjab, I. A igvfit economic activity. Bot thlt f' 


at all to the site of business ?'^(Demi t^ i*'®' Prodnetion 7 Is there no lim'' 
3. Sute carefuUy the adva^’ 

any evils associated with this form ofSSlom (Sol wf I, A 
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FORMS OF BUSINESS ORGANISATION 


When an mdlviduftt enters bismess, either actively ot as an investor rn a 
business cntetpiise managed by soneune else, he is perhaps as much interested 
in the form of organisation as in any other feature of the business. This fs not 
surprising for the form of the organisation determines largely what share of the 
profits ihe individual may obtain for himself, how roach control he can have over 
tiie business and how much risk he asiumes —Gersieitbtrg 


If we Io6k’ to the business establishments all \ around us, 
we will find that they have been otRanised in diff^erent form's. 
Some are owned aha managed by one individual ; some are 
partnership firms ; others are joint stock companies’ ; 'while 
still others are co-opetative societies. It is important to dis- 
cuss the nature and salient features of all these form? of 
business organisations. Keen observation will reveal that 
because of the increasing popularity of large scale production, 
one man’s enterprise is, losing its importance, partnership is 
less frequent than before, while the joint stockicompanyi has 
become the most .typical and the most wlde-spcead form of 
business organisation.^ 

§ 1. , THE 80HE TRADER 

When) a business establishment is owned and * managed^ 
by a single'dndividual, he is known as the sole^'trader ot'thb 
individual entrepreneur. If the business yiiiltis profits, he 
alone is enttcleduto all the earnings; ’if it ahows'a loss,' he^ 
alone has to beat it. He is also the fe6le mianagef,' the^pivot, aV 
It were, of the entire business. > ‘ 

Individual entrepreneur system is' the^jCariieat ar^d',ttie^j 
simplest form of business organisation. Evgn^^tbday^ i^^u 
*(,ery common and wide-spread. Its importance" is, hbwe,YerVj 
declining due to a general increase in the scale' of production 
all around. It still persists in such businesses as ret'ail trade 
^ind agcicultUre, and in professionsfiike' that of doctors and" 
'l,awyers. In the' business in which personal ‘relafionship’ b'es' 
'tween the consumer and the producer is important,' thft' 
individual entrepreneur system is very appropriate. 

This system has several advantages. Its formation ^ is, 
easy ; anybody who'ihtehds to set up a business establishment 

" iKor grefttec details, see my /tttroducftaH'ta 'Btn'ntn OrgamVatrefi.'fKital) 

Mabal Mlababad,'piice 4 as.) Bustnttt'-Metiads and Slac^tneryVoX. 11 (Kitab 

MabaJ) - 
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is at liberty to do so with the resources at his command. The 
motive to work hard in the business is also great ; ^ecaus 
hard vioik increases profits and these profits go dhectly an 

cjcclusively to the pockets of the sole traders. Moreove''* tms 
system ensures prompt action, so often necessary for t 
success of the business, since the sole trader must not necess - 
rily consult anybody m his business matters. 

This system is not free from disadvantages. The greatest 
disadvantage is that the liability of the sole trader Is unlimitea ; 
in other words, his debts run against his entire property an 
not merely sgainat the amount of capital employed in 
business. Secondly, the &.zt of the business, under this SV stern, 
necessarily remains small for the productive resources whic 
a single individual can supply are definitely limited. AgntOi 
a sole trader does not command specialised and expert opinmij 
which is possible under partnership, and more under the join 
stock company,’ because of large 'resources of the latter. 


§ 2. PAKTNEKSHIP 


The need of doing woik on a large scale than is possible 
under the previous system draws together - more than one 
person , To ' carry 'on business in partnership. Such a business 
establishment is called a partnership firm. The Indian 
nership Act 1932 lays down : Partnership is the relation 
between persons who have agreed to share the profits ^ ® 
business carried on by all or any ,of them acting for all. The 
maximum number of members is 20 in the case of an ordinary 
firm and 10 in the case of a banking firm. The liability 
partners, is usually unlimited, as is the case with the sole 
proprietor, though some of the partners may • have limiieo 
hafnlity ■ by express agreement, partners are jointly 
severally (separately) responsible for all the debts of the firm. 

Partnership as a form, of business organisation, is not so 
napOTtant now as it was sometime back. It still persists in 
0 ^* 1 , mercantile establishmehts of moderate she. 

on 4* sometimes,. organhed 


very' advantages. . k can be .formefi^ 

under the individual euttemen^ formation is rot so gt^at as 7 

bard to make' the buslnes? ‘■ystem. Motive , to .labour 

“So great is the is quite considerable. 


“So great is the rislr arZi is quite consideraoic. 

direct is the relation Utween®the°“ '““^hnited liability, so 
j iieiween the nartners. rhat rK.. 


To production oper^^^^^ Partners, that the stimulus 


v.pa„ctjpn become. •’flS",.'" '‘xfe'c.'plmr.kul .“j b»°- 


ne.sability,at the command ofa pmntrXp’ firmer ofun 
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swblc to a sole tta^t* J ^i^etentiatioa, 

greater tb«fltho|e t«outce^ Ible. 

of partners aho, division of labou v Though the 

■sole nouJS<=d ^ 

anti b>g i-oWishnientSt „'ir#<5 the liability , ^ very 

business for that ma . j^o, partnership p^^gonal 
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raise by Issuing shares is called its Authorised 

ally a part of the authorised capital is offered to the 

for subscription ; the rest is issued Hater as land vVhen tnp 

capital is required. The part of the authorized capital wnjc 

isissued to the public for subscription is known as 

The part of the issued capital which is actually subscribed by tn 

public is known as Subscribed Capital, Shareholders are soffl * 

‘times called upon to pay the full v'alue of the shares ana a 

others only a part of it. The part of the issued capital 
the shareholders are called upon to pay is known as the „ 5 
Capital (the uncalled portion being named as the Uncalie 
Capital). The part of the called-up capital which is actually 
paid up by the shareholders (some of them often fall to pa? 
their commitments) is known as Paid-up Capital. 


Management 

The capital of a company is divided into a large number 
of ‘Shares. A man purchasing a share becomes a member 
or one of the proprietors of the company. The number ot 
the proprietors of a company is usually very large. If all of 
them want to take part in its management, it will really result 
in mismanagement. Management can best be done by a few 
chosen persons best suited to the task. As such.'tlie share- 
holders usually select ' a few persons from among themselves 
to direct the general policy of the company, which is often, 
formulated by the shareholders at one of the general meetiogs* 
They ate called directors, and collectively the board of direc- 
tors. The actual work of management and administration ^ 
delegated to the manager. Sometimes a ^director is '.‘made a 
Manager, when he is known as managing director. 

Advantages and Disadvantages 

A ioint stock company has a large number of advantage^ 
It is the joint stock form of business organisation which 
makes possible the accumulation of capital on a tremendous 
swle. Even ordinary people do not mind purchasing a few 
shams of a company when',they know that they cam do? so 
themselves to the risk of unlimited liability 
and that if they are dissatisfied with the functioning^jof the 
c^cern or if 'they ate in need of 'money, they can easily srik. 
off their shares^ to somebody else. It is due to the principles 
or limited liability and transferability of shares that we have 
mday such, large concerns as Tata Iron and Steel "Works, .Suez 
Canal, hydro-electric compatiies and big transport systems. 
Moreover, a company is in a 'position to take^ advantage of 
rare skill, unusual' ability and expert opinion for its resources 
are really vast. Since a company employs a large number of 
labourers, experts and technicians, division of labour can be 
introduced "to a fairly great extent. A company, again, 
has a very long life'hecause a dissatisfied shareholder may go 
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out by,8el!lng bis^shate ; the concern Kneed not dissolve if one 
of its memters hccomcB dissatisfied or .dies or becomes lunatic 
otigocs insolvent. 


We .shall now discuss the disadvantages of joint stock 
company. Firstly, it is diiScult to form a company for many 
legal formalities have to' be undergone.' Secondly, motive to 
hard work is often weak. Thirdly, prompt action in business 
matters '.cannot be taken since there are so many persons to be 
consulted and to be brought to agree to a certain policy or 
action. Again, the management is indirect and delegated and 
there is likelihood of waste or inefficiency. Moreover, in 
a company enterprise is separated from organisation ; share- 
holders who ate the entrepreneur are not the managers .of the 
business. This .separation’ sometimes leads to a lack ,of 
indentity of the interest of the company with' the interest 'of 
its management, resulting in such practices as manipulation 
and ' speculation and the Ultimate ruin. But all these 'dis- 
advantages do not set off the important advontages of joint 
stock companies. Indeed much - of the economic, conimetclal 
and industrial progress of today is the gift of joint stock 
company form of business organisation. ' ’ ‘ 

§4. COMBmATIONS 


In these days of . large .scale production ,and keen com- 
petition, business units sometimes combine together and form 
what is called a combination or a' combine. Combines are 
formed to take ^advantage of the economies ofllarge scale 
production or to put an end to the keen competition' between 
the competitive business units. Combinations take various 
shapes and are known By different riames' like holding, com- 
panies, syndicates, cartels .and trusts..- These combinations 
lead to monopoly, that., is, the .sole, power of controlling 

market. 

» I* * ’ ' - , I ‘ 

§5. CO-OEEBATION 


Another form of organisation which is making great 
progress these days is .co operation. C'o-operatibn has ' beeh 
/defined as a special -fbrm of economic organisation in, which 
the people workltogetheri for definite’ business 'purposes under 
definite -business rules. Its' r^hief ’ object ’’i’s to 'eliminate the 
' middleman who .grows, fat at me cost ,'of ;the consumers' -arid 

producers^ Co-operation takes three principal form's j 

( 1 ) Producer’s' iCo-Pperation. .Under this i system workers 
ioin together to carry on production on their joint and several 
i-^ount. In this .-(yay, 'they can get the 'profit which usually 
goes to the pocket of the so-called ‘capitilist.’ ' ' ' ■ 
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(2) Consumers' or Distributive Co-operation Under tbs 
syatetn the consumers join together to form a co-operatW 
organisation for the purchase of their requirements at ■whole- 
sale rates. The co-operative store sells goods to the members 
and later on the profits of the society are calculated and 
divided among the members in proportion to their purchasers. 

(3) Co-operative Credit. The chief object of co-operative 
credit societies is to give loans to its members at cheap rates 
of interest. Their funds come through deposits and 

ings which are lent to the members for certain definite 
purposes. 

§ 6 . PROm-SHABlNO 

The antagonism between labourers and capitalists has 
taken serious turn in modern times and strikes and lock-outs 
have become frequent occurrences. Labourers feel that 
capitalists do not give! them sufficient wages ; they keep for 
themselves a large share of what is the result of their (i- 
labourers) hard labour. Some capitalists realising the 
in the workers’ argumenti agree to distribute a portion of the 
profits of the business among labourers. This is known as 
profit-sharing plan. Profiit-sharing is just an agreement, 
entered into, by which the employee receives a share, fixed in 
advance, of the profits of the particular business which employ* 
him. The share of profit accruing to him is something in 
addition to wages and is known as ‘bonus’. 

, TEST QUESTIONS ' 


I, What is the nature of sole trading system? What aie ita advantage* 
nod disadvantage ? 

2* WtUc an essay on ‘Paitnership*, 

3 What are the characteristics* of a joint stock company ? Discus* 
"advantages and disadvantages. 

4. Write notes on : (i) co-operation, and (a) profit-shating plan. 
EXAMINATION QUESTIONS 


1. Give an idea of the impoiUnt types of business nrcanliation in the 

present.^ay ■woild. (Patna Cora,, 1944. Supp ) ^ . 

2. Buefly describe the characteristic features of organisation in a ioint stock 

company* (Punjab, 1932) ** 

,XT systein of joint stock companies and explain its advantages. 

(Nagpur, Art4 and Com., ^942) ® 

i.r, characteristics of a partne.sbip concern , 

■with a joint-stock company. Explain why the joint stock company is the morf'S 
important fortu of industrial organisation today. (Nagpur, 1941) ' 

_s. Consider the advantages and disadvantages of the Allowing as types 
of business organisation (o) a private firm, ( 4 ) a pnvate partnership, (c) a joint 
stock company, and (d\ a co-operative producers society ? (Delhi, 1935) ^ 

6. What is a joint stock company. What are the advantages and dis- 
advantages of the joint stock form of business enterprise ? (Dalhi, 1931) 

7. Describe the merits and defects of the system of joint stock companies. 
(Dellii, 1930) 

Note -The subject of co-operation, including consumers’ co-operations, has 
been dealt with in Book IV, Chapter SS, to which a reference may be made, if 
necessary. 



CHAPTER 43 

. - " NATURE AND PROBLEMS OF PRODUCTION 

. . , IN INDIA- ■ , . - : - : 

The well being of a peojjle fs like a tree ; agriculture is its foot, manufac- 
^ tures and coimnerce ate its bratiches and leaves' : it the root is injured the leaves 
■ fall, the branches Break away and the tree dies.— ^ Chivese Philosopher,' - 

■ '■ ■' ' "f - . • 1 

- "We shall now discuss the ‘’nature, .'the .extent and im- 
portant characteristics of production in our -country. The 
nature of production can be best understood by studying the 
relative importance of the, yarious.j occupations carried on in 
the country. The following' table contains this information 
on the basis of the census of 1931 : , . ^ , , 

•• -I '.r , Percent 

OCCUPATION . , --of total,. 

- : - . :• - - - ■ population ; 


A. Production of Raw Materials" 

(t) Exploitation of 'animal’> and 
" vegetation ■' (including- agri- 
culture, fishing and hunting) ; 

■ (tj) 'Exploitation of minerals 


B. Preparation and Supply -of Material 

Substance - ... 

(i) Industry ' •V, . - 

(tt) Transport , . ' **" . 

(lit) Trade ' 

C. Public Administration and Liberal 

Arts t ’ * . -•* 

(i) Public force , , ... 

(li) Public administration 
(n't) Profession of liberal' arts 


Miscellaneous ■ ' • ... 

(») Persons living primarily on 
'their income - •... 

(ft) Domestic service > - , ... 

(ni) Insufficiently described occupa- 
. tions • ' ’ - 

(t,,) Unproductive . • 


5-1, , 
r.i 1 
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\t is cleat from the above table that India is . J' 

an agricultural country, about 70 per cent, of her popu 
being dependent -upon one single occupation, namely, ag 
culture. Manufacturing industry supports only 10 per 
of the population ; whi'e trade and transport give Jj 

ment’to merely 7 per cent of the people. Public 
professionals, like doctcrs, teachers, lawyers -etc., .. 

hardly 3 per cent of the total population. The most *™.P°r . 

forms which production in India takes are, as such, ogricul 
and manufacturing industries. 


§1 . agbicultuee' ", . 

India is the only civilised country in the world whose 
population depends upon agriculture to such a large exten* 
Such an absolute dependence upon this one occupation wno® 
success or failure depends upon the eccentricities of Nature, 
is a source of great weakness to the economy of the country* 
When there is a failure of rain, a widespread famine* 
characterized with enormous unemployment and lack o 
purchasing power to buy foodstuffs, is the usual result. i n® 
various Famine Commissions set up from time to 
investigate into the causes and remedies of famines found that 
lack of industrialisation is the chief cause and rapid Indus- ^ 
trialisation the best remedy of the extensive suffering with 
which Indian famines are associated. 

The balance of the Indian economy is thus tippe^j 
heavily in favour of agriculture. Even this occupational 
dis-equilibrium would not have been as injurious as it is today 
because of the backwardness of our agriculture. If we com- 
pare the yield per acre of the various ‘crops in our country 
with the corresponding figures of other countries, we will 
discover that we are left far behind.' Whatever criterion of 
judging the efficiency of agriculture we might adopt, we will 
find the same tale repeated. The poverty of the masses 
cannot be removed unless the defects of this major industry are 
carefully studied and remedies thought and applied for their 
removal. 

The causes of backwardness of Indian agriculture-are c 
partly natural and rartly human. The natural causes are 
the failure of rainfall, the unfavourable climatic conditions, 
the spread of plant diseases, and the evil of pests, animals, 
rats and locusts. These natural causes have been partly 
controlled by various Government Departments and have 
lost much of their old rigour. They' arc, as a matter of fact, 
not so much accountable for the backwardness of agriculture 
as human factors. 

'See Chapter 30. Tke-Agrieultaral IVtaJtk Mia, anit. — , 
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and (2) the' cottaRC industries.’" There has been a steadV 

increase W the number of ■ factory iriduswies i^ipur county 

m recent years, especially after the First Ureat War. '^otco 
textile mills, jute' mills, sugar factories, cement ' factorie., 
glass factories, paper manufacturing ' concerns have sprung 
on all sides, But the factory industries, in spite or trie 
imposing existence and tccenr 'growth, ’ give employment to 
hardly 0’6 per cent of the total population; They have, 
how'ever, a bright future before them and their recent deve- 
lopment IS an indication thereof. The realisation of rapi 
'industrialisation, as the most- effective ‘remedy for solving 
many of the economic ills of the' country, is sure to ^imula e 
the growth of factory’ industries ' It will be in the fitness o 
things to give here a ■■ short review of the '^mor'e important 
factory industries of our country.' ' ' ^ . 

Cotton Textile Induhtrjr . - - ^ - r ■ 

Cotton textile industry is. very important in our country* 
The .most important areas where cotton -mills ate situated 
ate Bombay, Ahmedabad, Sholapur etc. Recently proximity 
to market and availability of raw materials have -led to the 
establishment of these factories in the interior, particularly 
in.y. P. i \yhile the ideal of the provincial selfrSufiBiciency ' has 
been instrumental in the setting up of similar factories in 
Bengal. . . . ■ " 

Of the total demand for cloth m our country, about 40 
per cent is satisfied by cotton textile mills ; handlooms satisfy 
another 35 pet cent, the remaining 25 per cent of the demand 
being met by imports. The most important tendency in -the 
recent times in cotton" industry has been a considerable 
incicBse in the quantity and visible improvement in the 
quality of v/eaving trade. Indian, nulls have now begun to 
produce fabrics of better counts. Formerly Lancashire was 
our greatest competitor, but it has • of late been largely beaten 
by our mills. Unfortunately, however, the competition - of 
Japan and China has become more pressing. - Japanese com* 
makes itself felt in case of finer goods, whereas 
China has begun to compete with the coarser goods. Japanese 
competition is very severe and to guard against it, protection 
Pus bten given to our industry while by the Indo-Japanei-e 
trade Arfictments efforts have been recurringly made to 
restrict Japanese imports. 

The cotton textile industry is a very ancient industry 
of our country, in eariy times, belorc machinery end power 
were used, our craftsmen turned out the most elegant fabrics 
renowned throughout tnc length and breadth of the world. 
But wiich machixicry ano power began to be used by England' 
and other western countries, they begun ro produce goods 
theuper than India. Indian handicrafts industry, therefore, 
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languished. Later on, ciForts were made to start ,'this industry 
on the factory system which were crowned with success. 
Buchanan aptly remark's that one of the principal reasons 
which led to England’s assumption to political control over 
India was to assure a market for Lancashire cloth. The 
( present-day competition of* nature and efficient British mills 
against the infant mills of India has been one of the mam 
points of criticism levelled by Indians against the economic 
policy of Great Britain. 

The first ectfon mill of the country was started in 1818 
in Bengal. In T851 was started the Bombay Spinning and 
Weaving Mill, which marked the real beginning of the Indian 
cotton industry. - Bombay possessed such favourable condi- 
tions for the growth of this .industry that mills 'after mills 
were started there’ and she early became the most important 
cotton textile manufacturing centre of the country. It was 
after some time that the industry began to disperse and diffuse 
and that Sholapur, Ahraedabad. Cawnpore and other centres 
sprang up. Development of .this industry has been greatly 
helped by the Aniencan Civil War, the Swadeshi Movement 
and the First Great War, while the present war is also likely 
to have a wholesome influence on.thc whole. - - < 

Jute Textile Industry , ‘ , 

The next textile industry of the country is the jute 
industry, which is located near -about Calcutta because .of 
several favourable factors. Firstly, the raw material is at 
hand. Then, Calcutta is a big market for capital and 
enterprise, while , the facilities for the export of manufactured 
jute goods and itnporrs of machinery ate great. Nearness 
of coal and iron and efficient transport. system have been other 
favourable factors. 

This industry is most efficiently organised and has been 
making huge profits. The recent depression of 1929—32 
left this industry much less upset than the cotton industry. 

. A very important factor, which is responsible for tbe pros- 
perity of this industry is India’s monopoly ’ of jute, Helped by 
the concentration of industry in a small area 'and, a wise 
policy of restricting output in times of falling demand.' ‘ - 
7 Jute industry began its career in 1854 when the first 
jute mill was started in Serampur. Other jute mills soon 
followed. The Crimean War and the Great War gave this 
industry great stimulus and helped it to be placed on a sound 
footing. The entire capital of me jute industry was formerly 
European, but majority of the'sHares arc now held by Indians^ 
The management is mainly Scottish. ' • • ^ • * 

Iron and Steei Industry - . 

iron steel industry is called the basic or key industry, 
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providing asit does, steel put of which machinery are 
We have a flourishing iron and steel iiidustry or the c^atry 
which is localised in the provinces of Bengal, .'Bihar and Orissa, 
because in the' nearness of iron and coal in, these areas. 

In olden times we had an important iron and steel industry, 
but it was , altogether non-mechanised. It could not face the ^ 
competition of the western steel industry which had the 
advantages of machinery and power, and declined by 
degrees. Europeans later tried to start, this industry in India 
on a factory basis, when demand for steel had increase 
tremendously. Efforts were made by European fittns ah 
the Government to produce iron and steel, but they did no 
succeed. The inception of the Barakan Iron Works ma^e 
Its beginning in this country. The formation of the Ta*:a 
Iron and Steal Company, which began the construction of its 
work in 1905, the production of pig iron in 1911, and of steel, 
for the first time in India, in 1913, marks the second^ smgc 
of the evolution of this industry. .Soon after the Tata's had 
began to produce ' steel, the Great War broke out. Govern- 
ment soon commandeered the Tata Works which were worked 
to their full capacity during the period of the war. After 
the war, foreign industry began to compete with the young 
Indian industry ; and the Government adopted a protective 
attitude by increasing import duties. Ocher mills were statted j 
under the stimulus of the protectionist policy, jiist like the 
Eastern Iron Company', the Mysore State Iron Works, etc. 
Today India possesses a promising iron and steel industry. 

The' InBlan Sugar Industry' 

- Not less important is the Indian Sugar Industry which 
has come to the forefront only in recent years. The total 
number of mills in the country is nearly IM. About three- 
fourths of these mills ate situated inU. P. and Bihar. The 
number of factories in U. P. is exactly half of the total nutn- 
b«of factories in India, whilelthe production of. this province 
slightly^ exceeds the production of the' remaining provinces 
u together. Bihar is a good second, possessing 

about 25 per cent of the total number of factories and pro- 
ducing about the same percentage of the. total production of 
sugar. Madras occupies the third place from the point of view 
of nunmer_ of factories, althouah the quantity of sugar pro*- 
duced by it is less than that of Bombay which possesses only 
7 mills.® 

The history of the Indian sugar industry is an interest- 
ing reading. In the olden times, we were important sugar 
producers and exporters. ' Even as late as 1903, one-half of 
the sugar produced in the whole of the world was manufac- 
tured in our country. The decline of this industry came when 


3M. P, Gandhi, The Sugar AnHuet. 
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beet-root su«(ar beg?n to be produced in Europe, while Java 
and Maurltus turned their attention to Indian Markets. The 
deterioration of the industry continued up to 193Z, in which 
year the import duly on foreign sugar was raised to an extent 
that effective protection was granted. The granting of pro- 
tection was followed by a phenomenal growth in the number 
of $» gar mills. The history of the present industry, there- 
fore, extends only to Inst eight years, during which period 
it has made tremendous progres*. India has become almost 
sclf-stfBcient in sugar, imports having been seriously curtailed. 
We can export sugar to other countries,of the world because 
our productive capacity is much larger than our internal 
consumption, svhtle it can be increased still further if 
necessary. 

Recently the Government of India have followed an 
injuries policy of reducing the decree of protection. But the 
symeathetic attitude of the Governments of U. P. and Bihar 
have been very helpful in the establishment of this industry 
on a sound footing. 

Taper Kanufactarfng Industry 

India has aho begun to produce paper and this industry 
has been making fair progress. The progress has been really 
. great since the grant of protection. The production of paper 
‘ now exceeds 1 million ewt- 

The manufacture of paper by hand had been carried on in 
India in ancient times, but like several other industries it 
languished in face of the competition of foreign paper fact- . 
oiies. The first paper factory set up in this country was 
the Bailee Mills, started on the Hooghly in 1790. The famous 
Titoghat Paper Mills took birth in 1882 which purchased 
some of the machinery of the Bailee Mills when the latter 
went into liquidation in 1905. The manufacture of paper, in 
fact, began in 1922 by the Indian Paper Pulp Company. Indian 
jjjills have been started in upcountry centres as well, of which 
the Upper India Couper Mills of Lucknow is the most im- 

portsTit* 

Hatch industry 

The number of match factories in India is about 30. 
Xhis industry developed from the year 1922 when protection 
was granted to It by a rise in the import duty to a sufficient 
height. The history of the match industry began from an 
earlier date, but the factories set up before 1922 bad to be 
closed as soon as they were brought into being either because 
f wJc of capital, or because of faulty management, or because 
f error m selecting a^suitable site for factories. The 

match factory which • continued to exist was the 
Oujrat Factory of Ahmedabad. Since the grant of 
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about 60 per cent is woven on hand-looms.' The industry is 
reported to show strong signs of vitality."^ 

Leather Industry. Leather industry is rather widespread 
in the country because animals, which play an important part 
in Indian agriculture, provide ample hides. Taninr^ is, 
unfortunately, not well-developed. Large quantities of hides 
a(e provisionally tanned by indigenous coblers either to be 
sent 'to Europe or America for better tanning or to be con- 
verted into inferior leather goods. Tanning is rather an 
unpleasant occupation and it might be better d.one by 
machinery in factories rather than by human hands on the 
cottage basis. 

Wood Industry. Wood industry has been in existence 
from very old times, particularly in villages where the neces- 
sity of making and repairing the wooden part of agricultural 
implements makes the presence of the village carpenter 
absolutely essential. In recent times the urban population 
has greatly increased the demand for furniture, so that the 
prospects 'of the industry have brightened up. The wood 
industry, as a general rule, should be allowed to courinue 
its present form of' cottage industry because the cottage 
workers live in open healthy surroundings near the source of 
'supply of raw material while siich healthy environment may^^ 
not be available in a factory ; and secondly, because the * 
■present demand is not sufficient to justify the establishment 
of factories. 

Metal Industry. ' "Metal Industry has been worked in 
villages for very long times where the blacksmith prepares the 
metallic pares of the various agricultural implements whose 
wooden part is completed by the village carpenter. In the 
urban areas this industry is mainly organized as a cottage 
industry and with the production of kitchen utensils arid 
other wares. Wholesale merchants often place orders for 
knives, Kissors and other articles of daily use with the cottage 
blacksmith who are carrying their work satisfactorily. 

Ceramics. Pottery' plays an important part in the Indian 
life and therefore ceramics is noteworthy cottage industry. 
The porter plays the significant part in India, particularly in- 
the village economy .where he is held in much respect. Sej 
produces articles of everyday needs like surakis, kalsas, handis, 
cheelams and toys for young ones. Pottery is a seasonal in- 
dustry, being rartied on only in dry and cloudless months 
SO • could bw oried up. This industry is facing 

a ratn^ hard time because middle-classes have now begun to 
preicr CninawMes to earthenwares, while rich people have 
begun to purchase brass and other metallic wares. 


*1/, Banting Enqusrj CtntttitUt Rtpvi, 
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Oil Industry. Indians use oil in enormous quantities 
for toilet, lighting food and social and religious ceremonies. 
This oil is largely provided by village oil-presses, though 
oil mills also exist in urban areas. The oil-presses still persist 
and are likely to be so in near future, firstly, because they 
produce better oil and secondly, because they prevail some 
prejudice against the use of oil which has come in contact with 
iron as happens in oil Mills. It is very necessary to develop 
our oil . industry since at present we export our oil seeds to 
foreign countries and in exchange we import oil ; thus the 
, oil-cake which is a valuable manure is lost by us. “To export 
the entire oil seeds,'’ Dr. Voelcker aptly remarked, “is to 
export the soil’s fertility.” The retaining in India of the 
oil seeds is of the utmost agricultural importance. 

Other Industries. Besides the above, there are many other 
cottage industries carried on cottage basis which may be briefly 
mentioned. Gur making is one of the most important of them 
and has been existing in spite of the tremendous increase in 
the sugar manufacturing industry. Efforts have been recently 
made by the Government and other private and public 
bodies to improve this industry. Sugar is also produced on 
cottage industry basis in khandsaris and is known as khandsart 
sugar. Then, there is the bidi making industry which is 
destined to be organised on cottage basis. No machinery is 
needed ; work is carried in open space ; workers come and 
go whenever they like for they have to work on piece wages 
system, all of which favour the small scale form of organisa.- 
tion. Then there are lac industries, carpet industry, Kashmece 
shawl industry, embroidery industry and countless others which 
are the objects of daily observation. , 

n ifflcaltles ol Cottago lodastrias “ 

Cottage industries have been declining on' the whole 
for a long' time past. Attempts have been made from time to 
time by the Indian National Congress and other bodies to 
bring them back to life, which have bad the effect of awaken- 
ing the various Governments to the need of protecting these 
industries from a speedy death. But sufficient work has not 
yet been done in this direction ; and the cottage industries 
have great obstacles in their way of prosperity and growth. 
The important difficulties which the cottage industcies have 
to face are the following •- 

(1) The quantity, quality and regularity of the supply of 
raw materials are far from satisfactory. Workers do not get 
the right type of materials. The village dealers, from whom 
artisans make purchases, receive their supplies of raw materials 
from wholesale merchants who do not care what the quality 
of the material is. The dealers are also careless about the 
quality of materials because they know they can sell their 



S72 


XHTROOTOTIOK to ,ECX)H0KIC3 


stocks quite easily irrespective of the good or bad quality 
thereof. The artisans have to purchase materials from the 
village dealers either because there is no other source of 
supply or because he is the only person from whom materials 
can be had on credit. , Sometimes the itinerant .giver-of-order 
also supplies raw materials but the conditions do not very 
much vary. Even such materials, as they exist, ate not j 
steadily and regularly available to cottage workers. Special 
difficulty is faced in the case of partially manufactured 
material like yarn, brass and sheets. 

■ (2) The illiteracy, ignorance and out-of-date practices of 
cottage workers is another problem. They have to work 
according to the knowledge which have been passed on to 
them by their forefathers. Being uneducated and illiterate, 

' they cannot think out for themselves new and attractive 
designs and patterns, while there is nobody to give them 
guidance in these matters. The same remarks are true with 
regard to the standardisation of products. It is a great- 
shortcoming of our artisans that they are incapable of keeping 
themselves in touch with the nature of demand and of 
improving the quality of their goods in the light of such 
investigation., , 


(3) There, is no agency to' estimate the exact demand of 
the cottage products so that efforts can be made to take full 
advantage or it or’ to exploit it further, and, if- necessary, to 
distribute it equitably among the artisans. At present there 
is over-production of certain articles at one time, while they 
become-very scarce at others. Supply is not tried to be equated- 
to demand. Internal marketing of cottage products is ih 
need of thorough and systematic reorganisation and develop- 
ment along scientific lines. 


W Foreign trade in cottage products is an altogether 
neglected factor. There is foreign demand for certain cottage 
products, while the demand for others can be easily created. 
But there is no organisation to develop foreign trade in a 
systematic fashion. Hardly any catalogues ate issued or 
advertisements inserted, while fixity in prices, standardisation 
of products and regularity of supplies, so necessary for 
developing foreign trade, ate usually lacking. 

(5) There are no proper facilities for obtaining ctedft.'j 
Artisans have to borrow from dealers who supply inferior 
raw materials at high rates, sometime along with the loans 
tor personal expenses at high rates of interest. So that once 
the artisan enters into a transaction he becomes a life long 
debtor, because of unmanageable liabUity incurred. Again, 
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^ggesttons tor Improvement ; 

Cottage industries fulfil a definite function in the 
economic system of a country and in order thatt hey. may 
discharge them efficiently, all the defects and shortcomings 
pointed out above should be tried to be removed. The 
following specific suggestions may be made in this direction : 

(1) Steady Supply nf Good Ram Materials. The defects 
concerning raw materials requite immediate correction. The 
quality of the raw materials supplied to cottage workers must 
be improved for the quality of the finished products and the 
excellence of workmanship largely depend upon this factor. 
Besides the quality, the supply of raw materials needs proper 
-organisation. Efforts should be made to supply them directly 
and conveniently to the cottage workers themselves. The 
raw materials should be as cheap as possible. 

(2) Education of the Cottage Workers. No less < important 
is the necessity of providing proper education to the artisans. 

' Besides primary education, which will broaden their general 
outlook, they should be instructed in vocational crafts and 
manual training. Industrial and vocational < schools may be “ 
opened which should 'preferably be put under the Director of 
Industries.® It was the recommendation of the - Industrial 
Commission that the State should organise demonstrations 
of the new methods and should set up work-shops for the 
training of the intelligent workers. Jail and reformatory 
schools should impart education in industrial crafts so that 
their inmates may enter into, these vocations after completing 
their stay there. The co-operative department may well 
undertake peripethetic system of demonstration with regard 
to rural industries. , , ^ 

(3) Techniral Guidance. In addition to education, 
technical help of definite character may also be given to 
cottage workers. Advice in technical matters, training 

' in the technique of production, inventions of new patterns 
and designs, are some of the examples of this sort p{ 

assistance. , , , 

(4) New Tools and Implements. Another much needed 
reform is the introduction of new and improved tools and 
implements. Our cottage workers have been using old imple- 
ments, which can be easily improved with remarkable results, 

- ja hif-^ time th»t we sbould codeavoar to ftoprove artiutc edacattoa of 

voanc Apprentices by adoptinR the western system of teaching which will 
A,, the taste for beauty nnd diffuse sOBod knowledge of it* mlcs Arain the 
have to be lifted onl of their narrow gtOT- and their naturarboiison 
nrti'^ , are to produce fine work. With the leasoni on drawing and 

_ following traditions of Indian art and craftmanship, arrangement has 
^'''^"'he'inadc for imparting such general education as will enlarge the mental 
also to ^ attisan while preventing him (tem (ailing into a clerical groove.'- 
vbioo ^ jjetjl. tf Indian Bctntnicf, p, ygS, 
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This work should be undertEken by Government B^erimedtal 
FactorSs and Industrial Educational Institutes. The ne^Iy 
invented implements should be made popular by practical 
demonstrations and dissemination of knowledge in vernacu- 
lafs, through bulletins, booklets and handbills. 

(5) Organisation of Production. Ac the present time organ- 
isation of production of the cottage workers is very inefficient 
and. lacks a system. It has to be modified as to inake the 
realization of the full advantages of division of labour and 
other such devices possible. The State should give all possible 
assistance in such endeavours. The realisation of the advant- 
ages of factory system so fat as possible, while continuing 
the cottage form, is a principle well worth achievement. 

(6) Supply of Capital and Credit. One of the greatest 
difficulty faced by the cottage industries today is the lack of 
proper supply of finance." Artisans have to borrow .in cash 
from local money-lender who is the village dealer, at high , 
rates of interest, which set away a part of their livit^ 
was the opinion of the Industrial Commission that the Director 
of Industtvea. should give email loans to artisans ; while improve 
ed tools and implements may be supplied to them on 
purchase system to become ultimately the property of the 
artisans. There is much truth in the suggestion that in spite 
of the not very hopeful experience in the past, the co-operative, 
industrial banks of well organised co-operative urban batiks 
ate the best agencies to meet the requiremeots of the industries 
satisfactorily. The co-operative institutions may be established 
with advantage to finance the rural industries for long and 
short terms. 

{!) Orgamsation of Marfeeting. The necessity of organ- 
ising the sale of cottage ■ products is of supreme importance. 
At present the cottage workers arc not in a position to capture 
the market which is definitely theirs. Home markets remain 
unfed, while foreign markers arc exploited. With systematic 
efforts, they can be made available to cottage workers. Credit- 
able work bas been done by Arts >and Crafts Emporium, 
Lucknow, towards the restoration of the connection between 
cottage workets and Indian and foreign markets. Such insti- 
tutions m.iy be set up at all important centres throughout the 
country. The Banking Committee recommended that licensed/ 
wate-houses and co-operative wholesale depots should be ) 
established for the storage and sale of cottage products. Any 
scheme of iMrkcting should give due weight to proper adver- 
tisement. Calico printing of Farrukhabad, Benares silk 

are exported to London 
and New York in appreciable quantities because of the adver- 
tisement they secured at the Wembley Exhibition in 1924, 

(8) The Ptinaple of Cc-operatton. The principle of co- 
operation should be applied to cottage industries. Co-oper?- 
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(«5 Cottage industries are suited to the genius of out, 
people and in Tnanv teapecta enjov natural advantages against 
large scale production. .Given a proper organisation for 
instruction, finance, production and marketing, many or them 
can he firmly established to the benefit of that section of the 
population which has no alternative means of livelihood. 

(jii) The growth of cottage industries will lighten the dis- 
tress of famines. It was the opinion of Famine Commis- 
sion of 1880 that the root cause of famines is the unfortunate 
circumstance that agriculture forms almost the sole occupation 
of the masses, and they prescribed industrialisation as the only 
remedy for famines. 

(iv) Factory industries have led to the concentration of 
population in particular areas which has created the problems 
of over-crowded cities, lack of proper housing, physical and 
moral degradation, etc. Cottage industries can reduce these 
evils by the diversification and turalisation of industries. 


(v) Finally, cottage industries afford a means of produc- 
tion where labouteta can live in neat, healthy and open dwel- 
ling and work with the members ■ of their family. “The 
collaboration of all the family members not only economises 
but sweetens labour ; culture and refinement come -easily * 
the. artisan through his work amidst his kith and kin,’’ ^ 

Factors ladttstrles vs. Cottage Industries 


It is sometimes feared that the cottage industries 'may 
not be able to compete with factory industries. The latter 
derive the advantages of internal and external economies of 
large scale production, division of labour and mechanisation 
so that their cost of production may be much less than that 
of the cottage products If so, the revival of cottage indus- 
tries will be fruitless. This is, of course, true in some cases, 
but there are other cases in which this is not so. Cottage 
industties have definite advantages, even in matter of cheap 
production in some cases, while there are forms of production 
where the cottage basis is inevitable. (1) In some industries 
macl^nery cannot replace the hand labour, as for example 
in Mtti making, and they must be organised as cottage indus- 
tries. (2/ i hen there are Industries requiring high degree of-^^C 
^tistic skill of excellence, like sari-making and painting, f 
The scale of production of such industries must inevitably 
be small. { 3 / The same is the case with industries like 
tailoring, which cater for personal tastes. (4) Again, all the 
new mdusttics are cottage industries in the experimental 
stage. (5) Finally, there are some small scale industries like 

Taaories' associates of the- 


fCfttsge Mustritt Cmimilfet Report, p. e. 
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imnfccedented Korrot and destruction. India has not been 
able to feed the fighting forces and Allied Nations as much 
arsbe would like to. Efforts were made in almost all the 
ntovioces to improve agricultme and increase its output. 
The “Grow More Food’’ Campaign started by the Governmei^ 
thouEh mote spectacular than substantial, had n^ been with- 
out- effect. The work started by the Rural Development 
Departments under the Congress Ministries also proved valu- 
able Inasmuch as the machinery then set up and the awaken- 
ing then made proved useful. New land was brought under 
plough. Improved methods of farming, supply of improved 
seeds and manures and such other methods were resorted 
to. Marketing facilities and in some cases transport facilities 
were sought to be improved. Efforts were again made to 
prevent the maldistribution of agricultural production by 
increasing State control in such matters. It is also satisfactory 
to note that production was directed into new channels : 
and greater attention was paid to vegetable growing, fruit- 
farming, forestry and other like subsidiary industries than 
. in the. past. On the whole, consciously ot unconsciously, 
efforts were made to put India on a better agricultural footing 
and the achievements were both quantitative as well as 
t qualitative. Though much remains to be done before Indian 
agriculture can be established - on a satisfactory basis, it is 
good that a beginning has been made. 

Eltect on ladastrles 

The effect of "World War 11 on Indian industries was 
still more wholesome and salutary and they greatly profited 
by this war. The output of cotton, textile, leather, sugar, 
iron and steel and other industries was considerably increased. 
Many new industries were established in this country of 
which cycle manufacturing, ship building, aircraft industry, 
engineering industry, arms and ammunitions, manufacturing 
Industty are excellent examples. Technical efficiency also 
increased. A plan of the technical training scheme and of 
tutnmg out Bevin Boys was launched. Employment exchan- 
ges have also been set up to direct the flow of labour into 
needy channels. All this augurs well for the future. In the 
near tuture, there would certainly be much foreign competi- 
tion and without protection the war-created industries cannot - 
pMstst. i-ct us hope that conditions would be provided in 
which they would be adequately sheltered. 

r#.d narrated above have not been monopoli- 

dnwn industries only; but they have trickled 
.•nv well- Many of the languish- 

® of life 

niorc have been brought into Uing. And our 
rural areas arc bumming with such activity. Handloom 
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organization, which is called Capitalism, distribution is very 
vunfair ; and this is the real reason of the poverty of most of 
the persons in the world today. Socialism Is a state in which 
this defect will be removed : Hence there is so much agita- 
tion these days in favour of Socialism. 

Causes ol India’s Poverty 

The root couse of India’s poverty is her small production 
Our productive resources arc go vast that we can be one of the 
richest countries in the world. But tlucc resources arc in many 
cases lying idle. For instance, our hydro-electric resources 
are enormous but they remain untapped to a very great 
extent. Our industrial advantages are >so great that we can 
be a leading industrial nation ; but we have only a few indus- 
tries, the rest of them lie undeveloped. In other cases, our 
resoures ate only partially usea. For instance, though agri- 
culture is followed as an occupation by almost three persons 
out of every four, still it is carried on in a very primitive and 
unscientific manner and produces only l/5th or l/6th of what 
it should produce. This limited production must necessarily 
make our country poor. 

Apart from it, even that which is produced is not 
distributed properly among the people. The British Govern- 
ment are alleged to be “exploiters” meaning thereby that* 
they take away in various forms a large part of the wealth 
that we annually produce. The rich capitalists are also 
said to be guilty in this direction ; they do not give fair 
wages and fair rewards to their workers and enjoy a part of 
what should really go to the latter. This is said to be the 
secret of their wealth. But their wealth means poverty to 
the others. 


Remedies ol India’s Poverty 

, From the above, it is clear that the only way in which 
we can make our country and ourselves rich is by increasing 
production as much as we can. We must fully utUise all our 
^oductive resources ; and employ them at high level of 

to^tofthe fa- betaken 

to stop the drain of ^dia s wealth to Britain ; and to 

mtroduce a system of distribution which i 

These are the problem of Freedom 

the most pressing problems before this country.^ 

test questions 

do you judge their lelatlv’rfmp'^rtlnccT ProdncUon uhes in India ? HoV 


2. Indian agriculture inefficient? If so. ,rhy ? 

3. lJineieniiftts=. ' 

of them fully. 
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4, Write short notes on any five important factory industries of India. 

5, What ate the main cottage indnstrics in the country. Give a detailed 
description of such industries. 

6, What ate the ditficulties of cottage industries 7 What remedies can you 
suggest for solving them ? 

y. Show the importance of cottage industries in the economy of a country. 
Will, in your opinion, cottage industries be in a {position to compete wtth factory 
industries ? 

8. What has been the effect of World Wat II in Indian agriculture and 
industries ? Describe clearly. 

9. Why it India poor ? What remedies will you suggest to reioove it ? 

U. P. Board 

I. What large scale industries, io your opinion, can be advantageously 
established in the U, P. ? (I A., 1945) 

2 India has fertile soil, good rainfall, plentiful supply of water and no 
Inch of ‘capital. How will you reorganise agriculture so as to increase agtical- 
tural production in India ? (I. A., 1945) 

3. Describe in detail any small or la^e scale industry that you may have 

visited ( 1 . A., 194S) ..... I 

4. What do you understand by a cottage industry ? >ive exampfes. 
Indicate the various ways to develop the cottage industries of India (1. A.. 

5. What is meant by fragroentaUon of agricultural holdings? Consider 

its evils knd suggest remedies. <1. A., 194') . . , , 

6 Compare and contrast the rejative importance of the factors of pro- 

'ductionin village industries and in factories. (I. A., 193=!) . „ . . 

v Enumerate the chief cottage Industries in the United Provinces, and 

point out causes of theft decline. Suggest suitable methods of developing 

these indu8tnes.^Jl.AMj«^ involved in the organisation of village 

i„dustrm3inJnd.a.^^(I.^A^^ ^e 

improvement Country. What are the economic causes of this 

poverty"' -- remedfe: {poverty. (I. Com.. 1944) ’ 

- Raitmtaiia Boa^ jifficnlties io the way of utilfaing the small savings of 
V ^^nle^forthe^developmentjof industries in India? What measures 
the Indian people for j ,1 . a.. 1945) 

can you sugg inmoitant factors on which the material prosperity 

What ate the most impoi n nn fti.. of India's 


2 . What ate the .'“onnexion throw some light on the causes of India's 
of a country depends ? m >• 

poverty. ■ (I A‘> ‘9^' fertility of soil. Suggest measures 

■ that ca^e^gSiy by.our peassnrs. a. A.. t94a). 

°‘^*',^^roything be done 


peas^fitSv 

to levive Cottage • indostnes ? (Paojab,' 


1936) !d.« of the extent' of rural indebtedness in the Province 

2. Have you an idea fttm indebtedness? 

of Delhi? Wtot. (Delhi, 1938) 

Can you suggest any bv fragmentation of holding ? What are its 


